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As of June 30, 2006, the City's investments (in thousands) by maturity are as follows:

Years Fair Value

Paoled Investments with City Treasurer. Under 1 43 35 Over 5 {In Thousands)
US Treasury Bills § . Mpa $ - § . § - $ 24642
US Teeasury Notes 29,487 289,649 14,208 - 333,354
US Agencies - Federal Farm Credit Bank 16,862 24 414 - - 41,295
US Agercies - Federal Home Loan Bank 78,590 128,783 19,244 - 226,717
US Agencies - Federal Home Loan Mertgage Corporation 204,344 63,882 14,770 - 282,596
US Agencies - Federal National Morigage Association 185,924 29,531 56,186 - 271,641
Bank Notes 4,550 - : . . 4850
Cenlificate of Deposit 9,832 - - - 6832
Commercidl Paper 8944 . - - 9949
Corporate Notes 60,276 9,764 . . 70,040
Repurchase Agreement 11,716 - - - 11,716
State Local Agency Investment Fund 21,765 - - - 21,765

3 748,008 $ 546,023 § 104,408 3 - § 1,338,440
Nen-Peoled investments with City Treasurer:
US Treasury Bills § 6008 . § - % - $ - % 6,009
US Treasury Notes 3108 9,865 - . 12973
US Agencies - Federal Farm Credit Bank 132 - - . 13%
US Agencies - Federal Hame Loan Bank 3865 8,580 - - 12445
S Agencies - Federal Home Loan Mortgage Corporation 44,895 5,906 - - 50,801
US Agencies - Federal Morigage Corparation 28,747 . - - 28,747
US Agencies - Federal National Mortgage Association 31,803 - _ - 1,803
Commerical Paper 1643 - - - 1,643
Repurchase Agreements 666 - - - . BB

§ 122,062 $ 24,351 $ . § . § 146413
Investments with Fiscal Agent, Funds Commission,
and Other Investments: .
US Treasury Bilis : $ 18042 8§ - $ - $ - § 18,042
US Treasury Bonds and Notes . 23580 1,080 65 397 25522
US Agencies - Federal Fam Credit Bank - 2,530 - - 253
US Agencies - Federal Home Loan Bank - 22,784 - - 278
US Agencies - Federal Home Loan Mortgage Corporation ‘ 7634 - - . 7634
US Agencies - Federal National Mortgage Association 32130 - 85 - 32218
Corporate Bonds and Notes 27 M 546 1908 3143
Guaranteed Investment Contracis 20,507 - - 1374 34,248
Morigage Backed Securities - Commercial - . - 113 13
Morgage Backed Securties - Govemment - - . 81 81
Common Stock 3,261 - - . 328
Mutual Funds - Equity U | - ’ - - 3240M
Mutual Funds - Fixed Income 327192 . . . 327192
Money Marke! Mutual Funds 62,505 - - - 52,505
Cash ¢ - - - 10

$ 81962¢ § 25,785 $ 9% $ 16,221 $ 863,331
Total Invesiments 1589700 § 597,159 § 105104 $ 16,221 5 2408,184
Total Deposits . 16,880
Tetal Cash on Hand 206

Total tnvestments, Deposits, and Cash on Hand {Inchdes SDCERS Paoled Cash & lnvestments with the City - §3,960) § 2425270
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g. Interest Rate Risk — San Diego City Employees’ Retirement System

SDCERS' domestic convertible bond portfolio is not subject to interest rate risk because convertible bonds are usually
positively correlated to interest rate movements compared fo other fixed income securities, SDCERS’ fixed income
partfolios use duration to measure how changes in interest rates will affect the value of the portfolios. The following tables
display duration analysis for SDCERS' two-core plus domestic fixed income portfolios and single international fixed income.
portfolio, based on holdings as of June 30, 2006.

Domestic Fixed Income Portfolio
{with tactical discretion to invest in non-U.S. fixed income securities)
Portfolio Duration Analysis as of June 30, 2006

Effective
Duration
Effective Contribufion to Percent
Fair Yalue Percentage of Duraticn Portfolio Duration of
» Type of Security (in thousands) Fair Value {in years) (in years) Portfalio
Credit Obligations: _
Corporate Bonds § 3,551 0.9% 5.60 0.05 0.9%
High Yield 8122 2.0% 1.86 0.04 0.7%
Municipal Bonds 4,255 10% 15.21 {.16 31%
U.S. Government & Agency Obligations:
U.S. Treasuries 31,276 1.7% 6.32 0.49 84%
U.S. Agencies 9451 2.3% 418 0.10 1.9%
Intemational Govemment:
Sovereign & Yankee Bonds 3,436 0.8% {23.67) (0.20) -3.9%
Emerging Markets 2,704 0.7% 3.35 (.02 04%
Coliateralized Mortgage Obligations: .
Mortgages 202,839 50.0% 4,96 248 48.0%
Collateraiized Mortgage Obligations 19,596 4.8% 290 014 2.7%
Short-Term/Cther. :
Miscellaneous 4,163 1.0% 1.88 0.02 0.4%
Cash/Cash Equivalents 116,315 28.8% 5.5 1,87 36.4%
Total Portfolio § 405708 100.0% 517 108.0%

The above portfolio is restricted 1o a>duraﬁon of +- 2 years from thal of the effective duralion of the Lehman Brothers Aggregate Index.

Due to the very smafl market value percentage, the sector duration for Sovereign and Yankee bonds appears inflated. The negative duration contribution fram the Nen-.S,
sector was an expression of the managar's view that the inlermediate interest rates in Eurepe and Japan would rise. This exposure was putin place in the International Sector
Fund via pay fixed interest rate swaps, bringing the sector fund duration to -2.52 years (while having a posifive market valug) and the durafion contribution from that
commingted vehicle o -0.08 years. The remaing -0.12 years of duration contribufion came from direct investments in pay fixed interest rate sweeps.

*Scurce: SDCERS' CAFR as of June 30, 2006
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Domestic Fixed Income Portfolio
Portfolio Duration Anaylsis
As of June 30, 2006

Fair Value Effective Benchmark

Type of Security {In Thousands) Duration Duration Difference

Governments $ 158,383 574 450 1.4
Corporates 93,204 455 5.82 {1.26)
Mortgage Backed Securities : 159,473 3.57 457 {1.00)
Asset-Backed Securifies 12959 388 2.76 1.22
Cash Equivalents (1) (13,556} (0.01) 0.00 {0.01)
Tolaks 3 415,483 4.78 480 {0.04)

The above strateqy is restricted to an average duration of +- 1 year from that of the effective duration of the the Lehman Srothers Aggregate Index,
{1 Net cash expense is included on this schedule, as cash is & porfolio duratian arrangement tool in fixed income investing,
*Source: SDCERS' CAFR as of June 30, 2006

International Fixed Income Portfolio
Portfolio Duration Anaylsis
As of June 30, 2006

Fair Value Eifective Benchmark
Type of Security ' {In Thousands} Duration Duration Difference
Cash and Forward Foreign Exchange $ 5,874 0.00 0.00 .00
Asse! Backed Securities 3,322 448 0.00 4.48
Credit Obligations 26,236 370 0.00 370
International Government and Agency 140,350 6.5? 6.12 0.45
Totals $ 175,782 . 588 8.12 {0.24)

The above strategy is restricted to an average duration of between .5 and 1.5 imes that of the J.P. Morgan Nen-U.S. Bond Index.
*Source: SDCERS' CAFR as of June 30, 2006

Investments Highly Sensitive to Interest Rate Changes (SDCERS)

SDCERS' fixed income investment managers construct portfolios that contain fixed income and derivative securities that all
have attributes of convexity and are all sensitive in varying degrees to changes in interest rates, SDCERS' managers select
securities that when aggregated together create an overall investment strategy and total portfolio duration.

SDCERS' domestic fixed income portfolic (with tactical discretion to invest in non-U.S. securities) uses two methods to
measure interest rate sensitivity. The first measure is "Bull” Duration, the scenario whereby interest rates decline by 50

 basis points. The second measure is “Bear” Duration, the scenaric whereby interest rates rise by 50 basis points. The
analysis of interest rate change on duration for this portfolio as of June 30, 2006 is shown below.

Domestic Fixed Income Portfolio
(with tactical discretion to invest in non-U.S. securities)

Total Effective Duration: 517 years

Buil Duration; 4.50 years — portfolio duration shortens by -0.67 years during a 50 basis point rally (contraction risk}
Bear Duration: 5,64 years - portfolio duration lengthens by +.0.47 years during a 50 basis point sell off {extension risk)
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City oF San Diego ‘ CoMPREHENSIVE ANNUAL FINANCIAL REPORT

Interest rate sensitivity for SDCERS' domestic fixed income portfolio is based on aggregate holdings. The composite
characteristics of the portfolio represent an average sensitivity within one year of the Lehman Brothers Aggregate Index
benchmark. As of June 30, 2006, the total values of secunities that are more highly sensitive to interest rate changes in this
portfolio are shown below.

- Domestic Fixed Income Portfolio

Holdings (U.S. Treasury and Corporate securities} with greater than 10 years duration totaled $34,451, or 8.27% of the portfalio.
Holdings with interest only strips and inverse floating rate notes totaled $9,845, or 2.37% of the portfotio,

The analysis of high interest rate sensitivity for the international fixed income portfolio is displayed below.
International Fixed Income Portfolio

Total effective duration; 5.88 years
Duration with 50 basis point decrease in interest rates: -2.7138% decrease in portfolio value.

Summary of Cash and Investments (fn Thousands}
San Diego City Employees’ Retirement System

Domestic Fixed Income Portfolio {with tactical discretion} 3 405,708

Domestic Fixed Income Portfolio 429018

International Fixed Income Portfolio 175,782

Securities Lending Collateral 581,290

Cash and investments exempt from GASB 40 disclosure 3,305,590

Total Cash and Investments for SDCERS {excluding Pooled Investments with the City} ) 4 897,389
88
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ComprEHENSIVE AnnUAL Pivancial REPORT

h.  Credit Risk - Ci

of San Dieqo {excluding San Diego City Empioyees’ Retirement System

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the investment.
This is measured by the assignment of a rating by a nationally recognized statistical rating organization. At June 30, 2006,
the City's investments and corresponding credit ratings are as follows:

Pooled Investments with City Treasurer:

US Treasury Notes
US Treasury Bills
US Agencies - Federal Farm Credit Bank
US Agencies - Federal Home Loan Bank (1)
US Agencies - Fedzral Hame Loan Bank (1)
US Agencies - Federat Home Loan Morigage Corporation (1)
US Agencies - Federal Home Loan Mortgage Corporafion (1)
US Agencies - Federal National Mortgage Association (1)
US Agencies - Federal National Mortgage Association {1)
Bank Notes - .
Certificate of Deposit
Commercial paper
Corporate Notes
Corporate Notes
Comorate Notes
Corporate Notes
Corporate Notes
Repurchase Agreement
State Local Agency Investment Fund
Subtotal - Podled Investments

Nan-Pooled Investments with City Treasurer:

US Treasury Bills
US Treasury Notes
US Agencies - Federal Farm Credit Bank
US Agencies - Federal Home Loan Bank {1)
US Agencies - Federal Home Loan Bank (1)
US Agengies - Federal Home Lean Martgage Corporation (1)
US Agencies - Federal Home Loan Martgage Corporation (1)
US Agencies - Federal Morigage Corporation (1)
US Agencies - Federal Mortgage Corporation (1)
US Agengcies - Federal National Mortgage Association (1)
Commeical Paper
Repurchase Agreement
Subtotal - Non-Pooled Investments

Ioody's

Exempt
Exempt
Aaa
Aaa
Net Rated
Aaa
Not Rated
Aaa
Not Rated
Aa?
Aa2
p-1
Aaa
Aal
Aa2
Aa3

. A3
Not Rated
Mot Rated

Exempt
. Exempt
P-1
Aaa
Not Rated
Aaa
Not Rated
P-1
Not Rated
Not Rated
P1
Not Rated

8P

Exempl
Exempt
NiA
/A
A+
NIA

A+ .
N/A
A+
N/A
Ni&
NiA
N/A
NiA
NiA
Ni&
N/A
Not Rated
Not Rated

Exempt
Exempt
N/A

NA
A+
NIA
A+
NiA
A1+
A+
N/A
Not Rated

Fair Value Percenlage

$ 24642 1.76%
333354 23.85%
41,296 2.985%
190,670 13.64%
36,047 258%
158,840 11.36%
124,156 8.88%
123,162 9.52%
138,479 9.90%

4,950 0.35%

8,832 0.70%

99,491 T.1%

19,625 1.40%

6,903 0.71%

5478 0.39%

25,045 1.79%

9989 071%

11,716 0.84%

21,765 1.56%

$  1,398440 100.00%
§ 6,009 410%
12973 8.36%

1,326 0.91%

8,580 5.86%

3,865 2.64%

5,906 4.03%

44,895 3067%

4,006 2.74%

24741 16.90%

31,803 21.72%

5,643 1.12%

666 0.45%

$ 146,413 100.00%

*Exempt’ - Per GASB 40, US Treasury Obligations do not require disclosure of cregit quality.

*N/A" - S&P rating not applicable, Meedy's rating provided

(1) More than 5% of otal investments are with U.S, Agencies whose debiis not guaranteed by the U.S. Govemment

{ratings continued on next page)

89

00573



Ciry of 5an Biesco

CoMPREHENSIVE AnNUAL FINANCIAL BEPGRT

Investments with Fiscal Agant, Funds Commission,
and Other Invesiments:

US Treasury Bills
US Treasury Notes and Bonds
US Agencies - Federal Farm Credit Bank
1S Agencies - Federal Home Loan Bank
LS Agencies - Federat Home Laan Mortgage Corporation
US Agencies - Federal National Mortgage Assogiation
US Agencies - Federal National Morlgage Association
Corporate Bonds and Notes
Corporate Bonds and Notes
Corporate Bonds and Notes
Corporate Bonds and Notes
Corporate Bonds and Notes
Corporate Bonds and Notes
Corporate Bonds and Notes
Corporate Bonds and Notes
Guaranteed Investment Coniracts
Mortgage Backed Securities - Commercial
Mortgage Backed Securities - Government
Common Stock
Mutual Funds - Equity
Mutual Funds - Fixed Income -
Money Market Mutual Funds
Cash _
Subtotal - Other Investments

Total Investments

Total Deposits

Total Cash on Hand

Total Investments, Deposits, and Cash on Hand*

*(inchudes SDCERS Pooled Cash & lnvestments with the City - $3,960)

Moody's

Exempt
Exempt
Aaa
Aaa
Not Rated
Aaa
Net Rated
Aaa
Aai
Aa?
Aal
‘A
A2
A3
Baal
Not Rated
Aaa
Not Rated
Not Rated
Not Rated
Not Rated
Aaa
Not Rated

58P

Exempt
Exempt
NIA
NIA
A+
NIA
At+
NIA
NiA
NiA
NIA
NiA
NiA
Ni&
NA
Not Rated
NA
Not Rated

- Not Raied

Not Rafed
Not Rated
Nol Rated
Not Rated

"Exempt’ - Per GASE 40, US Treasury Obligatans do not reguire disclosure of credil quality.

"NIA” - 3P rating not applicable, Moody's rating provided

(1) More then 5% of total investments are with U.S. Agencies whose debt is not guaranteed by the U.S. Government.

Concentration of Credit Risk - City of San Diego

Concentration of credit risk is the risk of [oss attributed o the relative size of an investment in a single issuer. As of June

Fair Valus Percentage
5 18,042 2.05%
25522 2.96%
25% 0.29%
22,784 2.64%
7634 0.88%
85 0.01%
32130 3.72%
188 0.02%
63 0.01%
398 0.05%
687 0.08%
896 0.10%
582 0.07%
273 0.03%
49 0.01%
34,247 3.97%
113 0.01%
61 0.01%
3,261 0.38%
324,071 37.54%
327,192 37.89%
62,505 1.24%
10 0.00%
$ 863,31 100.00%
$ 2408184
16,880
208

§ 2425270

30, 2006, the City exceeded the 5% limit of total investments for issuers of various U.S. Agencies. Investments exceeding
the 5% limit are referenced in the credit ratings table above. Investments issued explicitly guaranteed by the U.S.
govemment and investments in mutual funds, external investment pools, and other pooled investments are exempt.
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i. Credit Risk — San Diego City Employees’ Refirement System

SDCERS' fixed income portfolios are sensitive to credif risk. Unless information is available to the contrary, obligations of
the U.S. Government or obligations explicitly guaranteed by the U.S. Government are not considered to have credit risk and
do not require disclosure of credit quality. “NR” represents those securities that are not rated and “NA” represents those
securities that are not applicable to the raling disclosure requirements. The following tables identify the credit quality for
SDCERS' two domestic fixed income portfolios, based on holdings as of June 30, 2008,

Domestic Fixed Income Portfolio
{with tactical discretion to invest in non-U.S. fixed income securities)
Credit Risk Analysis as of June 30, 2006

&P Moody's Total U.5. Government Intemational Collateralized
Quality . Quality Fair Vatue Credit & Agency Government Morigage Shod-Term/
Rating Rating (in thousands) Obligations Obligations Chligations Obligations Other
AAA Aga 3 245808 § -3 0605 8 1308 § 213884 8 -
ARA NA 8,51 - - - 8,541 -
Al M 20,609 - - - - 20,608
Al+ P 74,848 - - - - 74,6848
A+ Aa? 361 361 - - - -
AR Aal 12,218 586 1,149 11.019) * - 11,502
AA Aa2 C(1,216) 187 B {1.403) * - -
Al Aal 8425 - - - - 8,425
Abe Aa3 {13,392) - n (i3,391) * - -
A+ Al 3,105 - - - - 3105
A+ Aal - - - - - -
A Al 6.3 563 3 4,743 - 1,088
A AZ - - - - - -
A A2 987 - - 186 - 801
A- Baa2 202 202 - . - -
BBB+ A2 1,825 1725 - - - : 100
BBB Baal 2,064 186 - 1,878 - -
BRB A3 492 482 - - -
BEB Baal 2,686 2,686 - - - -
BB Ba3 1,335 635 - 640 - -
B8 Bat 2,598 2598 - - - -
B2 2,123 2123 - - - -
B3 1 1 - . - -
B+ © Caa? 2,695 2,695 - - R .
NR NR 22,176 - . 8978 - 13,198 - -
NR AAA 818 818 - - - -
NR Aaz2 {3) - {3 " - - -
TOTALS [ 405707 5 15928 % 40728  § 6146 3 . 222435 % 120478

“ Negafive amounts are representative of pay fixed interest rate swaps,
** This valus tepresents swaptiong thal are nol rated,
Conventration guidelines for this portfolio are as folows:

Maxim osure {sxcept ULS. T| tAgency Organtzalion jor Eeonomic Co-operatia velopment Governmen| lesus
Issue 3% of portico
lssuer 5% of partiolia
Forgigh Investmants 30% of portiolo
Emarging Markel Exposure 10% of portfolo
Forsign Curency Exposure 25% of non-U, S, doflar investments

‘Source: SCDERS' CAFR a5 of June 30, 2006
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Credit Risk Analysis as of June 30, 2006
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Total
Fair Value Mortgaged-Backed Assel-Backed
S&P Quality Rating (in {housands) Governments Corporates Securities Securities
US Treasury $ 158,812 H 158,383 $ . H 429 $ -
Abd 12111 - 3,005 99,803 9,303
AA+ 3,364 - - - 3,154
A+ 11,75% - 11,759 - -
A- 15438 - 15,438 - =
A 4,567 - 4,567 ’ - .
BBB+ 6,856 - 6,856 - . -
BBB 3.801 - 3.801 - -
BBB- 20,401 - 20,401 - -
BB+ 4,195 - 4,195 - -
BB 15,700 - 15,700 - -
BB- 3692 - 3400 - 242
B+ 8,743 - 8,743 - -
B- 339 - 339 - -
NA 3,882 ' - _ . - 3,862 -
NR (1) 55,359 - . 55,359 -
TOTALS $ 429,018 $ 158,383 $ 98,204 $ 159,473 3 12,959
Total -
Moody’s Quality Fair Valug Mertgaged-Backed Asset-Backed
Rating (in thousands) Govemments Corporates Securities Securifies
US Treasury $ 158,812 $ 158,383 $ - $ 429 $ -
Aaa 56,787 - 3,005 44489 9,303
Aal 8,187 - 8,187 ) ) - -
Al 8,139 - B,13% - -
A2 6,710 . 6,710 - -
Baal 4914 - 4914 - -
Baa? 13,981 - 13,981 - -
Baa3 16,932 - 16,992 - -
Bat 14,818 - 14,818 - .
Baz 14,894 - 14,602 - 292
Ba3 3,585 - 3,585 - -
B3 3,21 - 32N - -
NA 62,560 - - 59,196 3,364
NR (1} 55,359 . - - 55,359 -
TOTALS $ 428,019 $ 158,383 $ 98,204 3 159473 $ 12,859
{1} tssued by governmental agencies.
Concentration guidelines for this portfolio are as foliows:
Maximum Exposure (exce; Treasury/Agency Organization for Egonomic Co-operafion and Developme vernment lssue:
lssue 3% of portfolio
Issuer £% of portfolic
Foreign Investments 30% of portiolio
Emerging Market Exposure 10% of portiolio

Foreign Cumrency Exposure 25% of non-U.S. dodar investments

“Source: SDCERS' CAFR as of Aune 30. 2006
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SDCERS' international fixed income portfolio is limited to a minimum average portfolio quality of A {market value weighted)
and a minimum credit quality at the time of purchase of Ba/BB or equivalent by at least one of the major rating services.
The following table ideniifies the credit quality for SDCERS' international fixed income portfollo based on holdings as of
June 30, 2006. Credit ratings refer to the long-term foreign currency rating.

International Fixed Income Portfolio
Credit Risk as of June 30, 2006

Total Cash & Forward Asset International

Fair Value Foreign Backed Credit Government &
S&P Quality Rating (in thousands) Exchange Securities Obligations Agency Obligations
AAA § 145,803 $ 5874 § 332§ 2589 $ 110,718
AA+ 7,808 - - - 7,808
AA- 14,321 - - - 14,321
A i 3428 - - . U5 3,083
BBz 1,805 . . - 1,805
BB- 1,275 - - - 1,275
B+ 537 - . - 537
' 356 - - - 396
B- 409 - - - 409
TOTALS $ 15782 3 5,874 § 3 § 25236 5 140,350

*Source; SDCERS' CAFR as of June 30, 2006

Subprime Market Activity

The recent events surrounding subprime residential mortgage-backed securiies and the housing real estate market have
not to date malerially affected investment performance of SDCERS. Future investment returns could be adversely impacted
due to market liquidity issues or “credit crunch” experienced as a result of the fali out in the collateralized debt obligation
markets or forecasts of an economic slow down or recession.

SDCERS .invests in a diversified portfolio with allocations to equities, fixed income and real estate, both domestic and
international to reduce risk. SDCERS' portfolic has a neutral market weight to equity securities classified as financial
companies. SDCERS is minimally exposed to asset-backed securities that are collateralized by subprime mortgages.
SDCERS' domestic fixed income managers invest in Agency pass through morigage securities that are guaranteed by the
U.S. Govemnment. Additionally, in any collaleralized mortgage obligations or asset-backed securities, SDCERS' managers
invest in the most highly-rated, seli-liquidafing {(near to maturity), senior positions.

Management of SDCERS has recently contacted all of SDCERS' publicly-traded investment managers to understand the
risks to their portfolios resulting from recent market activity. Management is comfortable that SDCERS' investment
managers have positioned their respective portfolios to protect against various market factors. Management will continue
to monitor manager investment performance in accordance with SDCERS' investment Policy Statement.
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j-  Concentration of Credit Risk - San Diego City Employees' Retirement System

Concentration of credit risk is the risk of loss attributed to the relative size of an investment in a single issuer. As of June
30, 2006, no single issuer exceeded 5% of SDCERS' total investments. Investments issued explicitly guaranteed by the
U.S. government and investments in mutual funds, external investment pools, and other pooled investments are excluded.

k. Custodial Credit Risk

Deposits - City of San Diego (excluding San Diego City Employees’ Retirement System)

At June 30, 2008, the carrying amount of the City's cash deposits was approximately $2,607, and the bank balance was
approximately $16,480, the difference of which is substantially due to deposits in transit and outstanding checks, For the
balance of cash depasits in financial institutions, approximately $492 was covered by federal depository insurance and
approximately $15,988 was uninsured. Pursuant to the California Government Code, California banks and savings and loan
associations are required to secure the City's deposits not covered by Federal Depositery Insurance by pledging
government securities as collateral. As such, $15,282 of the City's deposits are pledged at 110% and held by a bank acting
as the City's agent, in the City's name. The remaining $706 is uninsured and uncollateralized and includes the following:
approximately $655 in deposits relating to San Diego Data Processing Corporation and $51 in deposits relating fo
Southeastern Economic Development Corporation, nc,

The City also has deposits held in escrow accounts with a camrying amount and bank balance of approximately $14,273,
For the balance of deposits in escrow accounts, approximately $1,327 was covered by federal depository insurance and
securities insurance protection. The remaining balance of $12,946 was uninsured. Pursuant to the California Government
Code, Califomia banks and savings and loans asscciations are required to secure the City's deposits in excess of insurance
by pledging government securities as collateral. As such, $12,946 of the City's deposits in escrow accounts are
collateralized and pledged at 110%.

Deposits — San Diego City Employees’ Retirement System

SDCERS' is exposed to custodial credit risk for uncollateralized cash and cash equivalents that are not covered by federal
depository insurance. At June 30, 2006, the amount of cash and cash equivalents on deposit with SDCERS' custodial bank
totaled § 92,114,

* tnvestments - City of San Diego (excluding San Diego City Employees’ Retirement System)

The City's investments at June 30, 2006 are categorized as described below, including required disclosures for securities

lending:
Category 1: ~ Insured or registered, with securities held by the City or its agent in the City's name.
Category 2: Uninsured and unregistered, with securities held by the counterparty’s trust department or
agent in the Cily's name, _
Category 3: Uninsured and unregistered, with securities held by the counterparty, or by its trust.

department or agent but not in the City's name.
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Non-Categorized: Includes investments made directly with another party, real estate, direct investments in
mortgages and other loans, open-end mutual funds, pools managed by other governments,
annuity contracts and guaranteed investment contracts.

At June 30, 20086, the City’s investments at fair value included Category 3 type investments, all of which are within the
Cemetery Perpetuity Fund's portfolio with Northern Trust Bank. The following is @ summary of the City's investments (in
thousands) exposed to custodial credit risk:

Investment Type © Fair Value

US Treasury Bends and Notes $ 1,656
US Agencies 85
Comporate Bonds and Notes 3,144
Mortgage Backed Securities - Commercial ) 113
Mortgage Backed Securities - Govemment 61
Common Steck 3,261

Total: $ 8,320

Investments - San Diego City Employees’ Retirement System

SDCERS' is not exposed to any custodial credit risk related to any investments, As of June 30, 2006, 100% of SDCERS'
investments were held in SDCERS' name. '

Securities Lending Collateral - San Diego City Employees' Retirement System

SDCERS' is exposed to custodial credit risk for the securities lending collateral such that certain collateral is received in the
form of letters of credit, tri-party collateral or securities collateral. The fair value of securities on loan collateralized by these
non-cash vehicles totaled $8,700 as of June 30, 2006 and are at risk as the coliateral for these loaned securities is not held -
in SOCERS' name and cannot be sold without a borrower default. The cash collateral hield by SDCERS' custedian in
conjunction with the securities lending program, which totaled $581,290 as of June 30, 2008, is also at risk as it is invested
in a pooled vehicle managed by the custodian.
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|, Restricted Cash and Investments — City of San Diego

Cash and invesiments at June 30, 2006 that are restricted by legal or contractual requirements are comprised of the
following:

Nonmajor Governmental Funds

Reserved for Debt Service 3 121,772
Permanent Endowments ) 4,588
Total Nonmajor Governmental Funds , T 136,060
Environmental Services Enterprise Fund
Funds set aside for landfill site closure and maintenance costs 31,814
Total Environmental Services Enterprise Fund 21,814
Water Ulility Enterprise Fund .
Customer deposits . 3,849
Interest and redemption funds 49,391
. Total Water Utility Enterprise Fund 53,240
Sewer Utility Enterprise Fund
Interest and redemption funds 21,079
Total Sewer Utility Enterprise Fund ) 21,079
Internal Service Fund '
San Diege Data Processing Corporation 133
Total internal Service Fund _ 133
Miscellaneous Agency Funds :
Retention held in escrow 14,273
Total Miscellanecus Agency Fun(_is 14,273
Total Restricted Cash & Investments 3 256,899

Summary of Total Cash and investments:

Total Unrestricted Cash and Investments - $ 7,085,760
Total Restricted Cash and Investments - . 256,699
Total Cash and Investments 7,322 659
Totaf Governmental Aciivities $ 1,183,803
Total Business-Type Activities 532,267
Total Fidugiary Activities 5,606,589
Total Cash and Investments ) § 7327699
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m. Foreign Currency Risk — San Diego City Employees’ Retirement System

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an investment or a
deposit, The following table represents SOCERS' setguﬁties {in thousands) held in a foreign currency as of June 30, 2006.

Local Currency Name " Cash Equity Fixed income Other Total
Australian Doltar $ 5103 $ 4510 3 - $ - ] 9613
Brazilian Real ' 31 2,924 - - 2,955
Canadian Dollar 122 24 210 10,249 - 34,589
Danish Krone . 1,205 8295 . . 9500
Euro Currency 5914 228,531 66,872 - 301,317
Hong Kong Dollar . 43 7,605 - - 7,648
Hungarian Forint - 1,094 - ' - 1,069
Indonesian Rupiah 16 . 1,763 - - 1,778
Israeli Shekel - 402 - - 402
Japanese Yen 1,700 133,700 43,483 - 178,883
Mexican Peso - 2375 - - 2,375
New Zealand Dollar - 925 - - 925
Norwegian Krane - 6,630- 11,490 - 18,120
Philippine Peso - 516 - - 516
Pound Sterling 101 84,082 _ 18,399 {79} 103,503
Singapore Dollar - 16,083 - - 16,083
South African Rand 404 4,896 - - 5,300
South Korean Won - 12,550 2,804 - 15,354
Swedish Krona ‘ - 9,180 - - 9,180
Swiss Frang - 42711 - - 271
Thailand Baht - 2403 - - 2403
TOTALS $ 13434 $ 588,280 $ 162,592 § (79) § 764227

The fereign exchange exposure in SBCERS' intemational equity small cap value portfolio {an institutional mutual fund investment} is not included in this
disclosure.

The negative value en Other represents Put Oplions written denominated in Pound Sterling.

n.  Derivative Instruments - San Diego City Emgloyées’ Retirement System

SDCERS' investment managers, as permitted by specific investment guidelines in their investment advisory agreement,
may invest in or otherwise enter into transactions involving derivalive financial instruments, consistent with the objectives
established by the Board's investment policies. These instruments include futures, options and swaps. By Board policy
these investment vehicles may not be used to leverage SDCERS’ portfolio. These instruments are used primarily to
enhance a portfolio's performance and to reduce its risk or volatility. SOCERS could be exposed to credit risk in the event
of non-performanée by counterparties; however, SDCERS enters into derivative transactions with high-guality institutions,
and no losses due to counterparty non-performance on derivative financial instruments have been incurred. Credit and
legal risks are also mitigated through the use of exchange traded contracts on organized exchanges, SDCERS is exposed
to market risk, which is the risk that future changes in market conditions may make an instrument less valuable. Exposure to
market risk is managed in accordance with investment policy guidelines, through buying or selling instruments or entering
into offsetting positions.
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The notional {underlying) or contractual amounts of derivatives indicate the extent of SDCERS’ involvement in the various
types and uses of derivative financial instruments and do not measure the exposure to credit or market risks and do not
necessarily represent amounts exchanged by the parties. The amounts exchanged are determined by reference {o the
notional amounts and the other terms of the derivatives.

The aggregate notional or contractual amounts for SDOCERS' derivative financial instruments at June 3G, 2006 were as

follows: .
Money Market Futures 3 542,696
Government Bond Futures 27,843
Options ’ (1,533)
Swaps : 23
Total Derivatives $ 569,026

*Source: SDCERS' CAFR as of June 36, 2006

Futures cantracts are contracts in which the buyer agrees to purchase and the seller agrees to make delivery on a specific
financial instrument on a predetermined date and price. Gains and losses on futures contracts are settled daily based on a
notional {underlying} principal value and do not involve an actual transfer of the specific instrument. Futures contracts are
standardized and are traded on exchanges. The exchange assumes the risk that a counterparty will not pay and generally
requires margin payments fo minimize such risk.

Option contracts provide the option purchaser with the right, but not the obligation, to buy or sell the underlying security at a
set price during a period or at a specified date. The option writer is obligated to buy or sell the underlying security if the
option purchaser chooses to exercise the option. SDCERS uses exchange traded and over-the-counter options, Options
were sold and proceeds were received to enhance fixed income portfolio performance. Option confracts sold were
predominantly on money market and short term instruments of less than one-year to maturity. On call option contracts, if
interest rates remained steady or declined during the option confract periods, the contracts would expire unexercised. By
contrast, on put option contracts, if interest rates rose suffictently to result in the purchase of the securities on or before the
end of the option periods, this would occur at prices atfractive to the portfolio manager.

! _ Swap agreements are used to modify investment retumns or interest rates on investments. Swap fransactions involve the
exchange of investment retuns or interest rate payments without the exchange of the underying principal amounts. These
swaps could expose investors entering into these types of arrangements to credit risk in the event of non-performance by
counterparties,

0. Discretely Presented Component Units
San Diego Convention Center Corporation
Deposits

On June 30, 2008, the camying amount of the San Diego Convention Center Corporation’s (SDCCC) cash on hand and
deposits was $978 and the bank balance was $947. Of the bank balance, $400 was covered by federal depository
insurance. The remaining balance was either collateralized with the collateral held by an affiliate of the counterparty's
financial institution or is uncollateralized, and therefore exposed to custodial credit risk.
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Investments

At June 30, 2006, SDCCC had $12,840 in several money market mutual fund investments. In addition, an investment
balance of $1,458 was maintained in two certificates of deposit with terms of approximately one year each. Neither the
money market mutual funds nor the certificates of deposit are rated by credit rating agencies. SDCCC does not have a
formal deposit and investment policy that addresses credit quality risk,

San Diego Housing Commission

Deposits

The carrying ameunt of the Housing Commission’s deposits, which included cash and non-negotiable certificates of deposit,
was $67,566 and the bank balance was-$68,58% at June 30, 2606. The bank balances were fully insured and/or
collateralized with securties held by the pledging ﬁnancial institutions in the Commission's name. The California
Government Code requires California banks and savings and loan associations to secure Commission's deposits by
pledging securities as collateral. This Code states that collateral pledged in this manner shall have the effect of perfecting a
security interest in such collateral superior to those of a general ereditor. Thus, collateral for cash deposits is considered to
be held in the Commission's name. '

investments

Policy

In accordance with state statutes and HUD regulations, Commission has authorized the Controller/Budget Officer to invest
in obligations of the U.S. Treasury and U.S. Government agencies. The Commission is empowered by HUD Notice PiH 96-
33 to invest HUD funds in the following:

Investment Type

US Treasury Cbligations (bills, bonds, or notes)
US Agencies -
Local Agency Investment Fund
Demand and Savings Deposits {1)-
Money Market Deposit Accounts (1)
Super NOW Accounts (1}
Negotiable Certificates of Deposit (1)
Repurchase/Reverse Repurchase Agreements (2}
Sweep Accounts {1)
- Money Market Mutual Funds
Trust Indentures/Contracts
Principal Only Strips

Footnotes:
{1) Deposits in excess of the insured amounts must be 100% collateralized.
{2) Securifies purchased under these agreements shall be ne Jess than 102% of the market value.

Source: San Diege Housing Commission Investment Poficy
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The San Diego Housing Commission is empowered by California Government Code (CGC) Sections 5922 and 53601 et seq.
to invest non-HUD funds in the following:

Investment Type

Bonds (issued by the San Diego Housing Commission)

US Treasury Obligations ({bills, bonds, or notes)

Registered state warrants, treasury notes/bonds (issued by the State of California)
Local Agency Investment Fund

US Agencies

Bankers' Acceptances (not fo exceed 180 days)

Prime Commercial Paper {noi tc exceed 180 days)
Repurchase/Reverse Repurchase Agreements (2}

Medium Term Notes (rated "A® or better and not to exceed 5 years)
Negotiable Certificates of Deposit (1)

Money Market Mutual Funds

Trust Indentures/Contracts

Collateralized Bank Deposits

Mortgage Pass-Through Securities (ot 1o exceed 5 years)

Footnotes:
(1) Deposits in excess of the insured amounts must be 100% coliateratized.
{2) Securities purchased under these agreements shall be no less than 102% of the market value,

Source: San Diego Housing Commission Investment Policy

Interest Rate and Credit Risk

As of June 30, 2006, the Housing Commission's investments (in thousands) included the following:

Maturity Moody's Fair Value
Investment Under 1 Year Credit Rating {In Thousands)
State Local Agency Investment Fund ' § 478 Not Rated $ 478
Tofal Investments - San Diege Housing Commission ' $ 478

At June 30, 2006, the Housing Commission did not have any debt investments that are highly sensitive to changes in
interest rates.

Cusfodial Credit Risk

At June 30, 2008, the Housing Commission did not have any investments exposed to custodial credit risk. All investments
are held by the State of Califomia or a pledging financial institution in the name of the Commission.

100

00584



Ciry of San DiEGo

CompREHENSIVE ANNUAL Financial REpoORT

4,

CAPITAL ASSETS (In Thousands)

Capital asset activity for the year ended June 30, 2006 was as follows:

GOVERNMENTAL ACTIVITIES:

Non-Depreciable Capital Assets:
Land, Easements, Rights of Way

Construction in Progress
Tolal Non-Depreciable Capital Assets

Depreciable Capital Assets:

Structures and improvements
Equipment
Infrastructure

Total Depraciable Capital Assets

Less Accumnulated Cepreciation For:

Structures and Improvements
Equiprment
Infrastructure
Total Accurnulated Depreciation
Total Depreciable Capital Assets - Net of Depreciation

Gevemmental Activities Capital Assets, Net

BUSINESS-TYPE ACTIVITIES:

Non-Depreciable Capilal Assets:

Land, Easements, Rights of Way '

Canstruction in Progress
Total Non-Depreciable Capilal Assets

Depreciable Capi%;nl Assets:

Structures and Improvements

Equipment

Diswribution & Collection Systems and Other Infrastructure
Tolal Depreciable Capital Assels

Less Accumulated Depreciation For:

Structures and improvemnents

Equipment

Distribution & Collection Systems and Other Infrastructure
Total Accumulated Depreciation

Total Depreciable Capital Assets - Net of Depretiation

Business-Type Activities Capital Assets, Net

Primary Government

Beginning Decreases/ Ending
Balance Increases Adjustments Transfers Balance

) 1696804  § 1126 % {1615 § 8748 § 171,064
223519 113,786 {2,676} {110.736) 223,903

1,820.323 120,922 4.291) {101,987) 1,934,967

998,562 1,807 (889) 38,559 1,045,029

375,748 18,614 {20,467) 345 374,240

2,779,795 20,326 {237) 63430 2863314
4,154,095 46,747 {21,593) 103.334 4,282,583
{233,321) (27,195} 889 (240} (259871

(252,076) (29,504} 18,660 (349) (263,269}
(1.304.612) (82,190 32 (1,386,770
(1.790,009) {138,893} 19,581 (589) {1,809.910)
2,364,086 {92,145) {2,012) 102,745 2,312,673

$ 4,284,409 3 28776 § (6,303] § 758§ 4,307,640
§ 85618 % 1,103 8 . () I 3051 5 - 89,768
456,184 68,557 [4.169) {161,150) 369422

581,802 69,660 4172 {158.089) 489,191

1,476,871 18,497 {564) 71,069 1,565,973

311,618 6,149 7120 6,075 316,115

3,088,328 49,928 (12,466) 79,702 3,205,433
4,876,918 74,574 (20,757 158,846 5,087,581
{259,881) (34,500) 555 3 1293.823}
{184,230) (23,331) 6,760 551 {200,250}
{507.224) {45,380) 6,287 (59) (546,386)
{851,335) (103.221) 13,602 495 {1,040.458)

3.925,583 (28547 {7,155) 157,341 4,047,422

3 4,507,385 § 41013 5 {11,327} & (758) § 4,536,313
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Govemmental Activities capital assets net of accumulated depreciafion at June 30, 2008 are comprised of the jollowing:

General Capitaf Assets, Net T ] 4,234,929
Internal Service Funds Capital Assets, Ne 72,711
Total . $ 4,307,640

Business-Type Activities capilal assets net of accumuiated depreciation at June 30, 2006 are comprised of the following;

Enterprise Funds Capital Assets, Met 8 4,536,034
Internal Service Funds Capitat Assets, Net ' 279
Total ) : 5 4,536,313

Depreciation expense was sharged to functiensforograms of the primary government a3 follows:

Governmental Activities:

General Government and Support ' $ 1,640
Public Safety - Police ) 5,491

" Public Safety - Fire and Life Safety ' 4,052
Parks, Recreaticn, Culture and Leisure 3512
Transportation 72,599
Sanitation and Health i 514
Neighborhood Services ‘ 1,183
Subtotal 117,001
Internal Service (Except Special Engingering} ’ 21,892
Total Depreciation Expense ’ H 138,853

Business-Type Activities:

Airports $ - 468
City Stors - ‘ ) 1
Development Services ' ) 214
Environmental Services - - 6504
Golf Course ' : 670
Recycling _ ' 1,062
Sewer Ullity ‘ 84,822
Water Utility - 29,230

Subtotal , - 103,171
Internal Service {Special Engineering) ' 50

Total Depreciation Expense $ 103,221
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Discretely Presented Component Units
Capital assel activities tor the City's Discrelely Presented Component Units for the year ended June 30, 2006 are as follows:

Discretely Presented Component Unit -
San Diego Convention Center Corp.

Beginning Decroases! Ending
Balance Increases Adjustments Transfers Balance
Depreciable Capital Assets:
Structures and Improvements H 19805 & 5026 % (2551) § 44y $ 22,236
Equipment 9,113 734 (1.487) 44 8,404
Total Depreciable Capital Assets 28918 5,760 {4.038} - 30,640
Less Accumulated Dapraciation For:
Structures end Improvements (7.539) {1,437) l 1,358 3 (7,615)
Equipment . {7.369) {1.002) 2,161 {3) {6.213)
Total Accumulated Depreciation {14,908) (2439) 3519 - {13,828)
Capital Assets, Net X H 14010 § 3321 § (519} § - 5 15,812

Discretely Presented Component Unit -
$an Giego Housing Commission

Beginning Decreases! Ending
Batance Increases Adjustments Transfers Balance
Non-Depreciable Capital Assets:
Land, Easements, Rights of Way § 30544 8 - H - $ B 1 0,544
Coenstruction in Progress 8,637 1,306 - - 0,943
Total Non-Depreciable Capital Assets 39.181 1,306 - - 40.487
Depreciable Capital Assets:
Structures and improvements 83,145 - - - 83, 14;5
Equipment ' ) 915 88 (17 - 986
Total Depreciable Capital Assets . 84.060 86 (17) ) - 84,13
/
Less Accumutated Depreciation For:
Structures and Improvements (39,639) {2,929) - - [42,568)
Equipment (862} {25) 17 - {870) -
Total Accumulated deprecia%n {40,501) (2,954) : 7 - {43.438)
Total Depreciable Capital Assets - Net of Depreciation 43,559 (2,866} - - 40,693
Capital Assets, Net . $ 82740 8§ (1,560) % - $ . 5 81,180
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5,

GOVERNMENTAL ACTIVITIES LONG-TERM LIABILITIES (In Thousands)

a.

Long-Term Liabilities

Governmental long-term liabilities as of June 30, 2006 are comprised of the following:

Fiscal
Year Balance

Interest Maturity Original QOutstanding
Type of Obligation Rates Date © Amount June 30, 2006
Compensated Absences 3 71,820
Liability Claims 202482
Capital Lease Obligations 40,541
Contracts Payable:
Contract Payable to SOSU Faundation,

dated December 1991 variable” —_ 1,598 1,598
Amendment to Contract Payable to SDSU Foundation,

dated January 1995 variable® - 117 117
Contract Payable {o Western Pacific Housing, inc., .

dated April 2004 5.00% — 900 908
Total Contracts Payable 2615
Notes Payable:

Note Payable to Wal-Mart, dated

June 1998 10.0% 2017 1,308 512
Notes Payable to San Diego Ravitalization,

dated April 2001 50 2032 5115 4,582
Notes Payable to San Diego Revitalization,

dated May 2005 8.0 2025 2,100 2,100
Total Notes Payable 7.294
Loans Payabie:

Intemational Gateway Associates, LLC,

dated Octaber 2001 10.0 2032 1,876 1,838
North Park Theatre, LLC, dated Decamber 2004 variable® — 3,335 3,335
PCCP/SB Las America, LLC,

dated August 2005 10.0 2036 1,247 1,247
Bud Fischer, dated March 2006 6.0 2007 2,679 2579
Centerpoint, LLC, dated April 2006 7.0 20 5,246 5,246
Total Loans Payable 14,345
San Diego Association of Governments (SANDAG)

Loans Payahle 7,355
Section 108 Loans Payable 42,499
General Obligation Bonds:

Public Safety Communications Project, Series 1991 5.0-8.0" 2012 25,500 11,528
Open Space Park Refunding Bonds, Series 1964 50-6.0" 2009 ) 64,260 1,170
Total General Cbligation Bonds 12,680
Revenue Bonds / Lease Revenue Bonds [ COPs:

MTDB Authority Lease Revenue Refunding Bonds, .

Series 1994 4.25-5625" 2010 66,570 16,240
Public Facilities Financing Authority Stadium Lease

Revenue Bonds, Series 1996 A 6.2- 745" 2027 68,425 60,490
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Fiscal
Year Balance
Interest Maturity Original QOutstanding
- Type of Obligation Rates Date Amount June 30, 2006
San Diego Facilities and Equipment Leasing Corp.

Certificates of Paricipation, Series 1996 A 44-56" 201 b 33,430 3 15,440
$an Diego Facififfes and Equipment Leasing Corp.

Certificates of Participation Refunding, Series 1996 B 4.0-6.0" 2022 1,720 8,180
Convention Center Expansion Financing Authoﬁty

Lease Revenue Bonds, Series 1898 A 3.8.5.25" 2028 205,000 183,300
Centre City Parking Revenue Bonds, Series 1999 A - 45-649" 2026 12,185 10,810
Public Facilities Financing' Authority Reassessment

District Refunding Revenue Bonds, Series 1999 A 2.75- 475" 2018 3B515 17,315
Public Facilities Financing Authority Reassessment

District Refunding Revenue Bonds, Series 1999 B 35-510" 2018 7,630 4,285
Public Facifities Financing Authosity Ballpark Lease

Revenue Bonds, Series 2002 715-70™ 2032 169,685 167,560
Public Facilities Financing Authority Fire and Life Safety

Lease Revenue Bonds, Serdes 2002 B 3.55-7.0" 2032 25070 23,780
Centre City Parking Revenue Bonds, Series 2003 B 3.0-530" 2027 20,515 19,330
MTDB Authority Lease Revenue Refunding Bends,

Series 2003 2.0-4375" 2023 15,255 14,050
San Diego Facflities Equipment Leasing Corp.

Certificates of Parlicipation Refunding, Series 2003 1.0-4.0" 2024 17,425 14,000
Total Revenue Bonds ! Lease Revenue Bonds / COPs 544,850
Special Assessment | Special Tax Bonds:

Otay Mesa Industrial Park timited Chbfigation

Improvement Bonds, lssued May 1992 55-7.95" 2013 2,235 335
Miramar Ranch Narth Special Tax Refunding

Bonds, Series 1998 3.75-5.315™ 20 59485 46,500
Santaluz Special Tax Bonds, Improvement .

Area No.1, Series 2000 A 4,75 - 6,375 204 56,020 54 545
Santaluz Spectal Tax Bonds, lmprovement

Area No.3, Series 2000 B 45-62" 2031 4350 4,210
City of San Diega Reassessment District No, 2003-1

Limited Obligation Refunding Bonds 4.25-58" 2018 8,850 7,905
Fiper Ranch Limited Obligation: Improvement

Bonds, Issued January 2004 25-6.2" 2034 5,430 5,185
Santaluz Special TaxBonds, Improvement

Area No. 1, Series 2004 A 17-55" 2031 5,000 4,885
Santaluz Special TaxBonds, Improvement .

Area No.4, Sefies 2004 A 1.65-55% 2034 9,965 8,670
Total Special Assessment / Special Tax Bonds 133,605

(continued on next page)
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Fiscal
Yeat Balance
Interest Maturity Original Qutstanding
Type of Obligation - Rates Date Amount June 30, 2006
Tax Allocation Bonds:
Gateway Center West Redevelopment
Project Tax Allocation Bonds, Series 1995 7.8-9.75" 2014 $ 1,400 $ 815
Mount Hope Redevelopment Project Tax
Allecation Bonds, Series 1995 A 44-6.0" 2020 1,200 880
Mount Hope Redevelopment Project Tax
Altocation Bonds, Serles 1995 B 6.9-8.2" 2021 3955 3,200
Southcrest Redevelopment Project Tax '
Allocation Bonds, Series 1995 475 - 6.562* 2020 3,750 2455
Horton Plaza Redevelopment Project Tax
Allocation Refunding Bonds, Series 1996 A 38-6.0" 2016 12,970 8,395
Horton Plaza Redevelopment Project Tax
Allocation Refunding Bonds, Series 1996 B 43-7.0" 2007 9,830 410
Centre City Redevelopment Tax Allocation :
Bonds, Series 1999 A 3.0-5.125" 2018 25,680 25320
Centre City Redevelopment Tax Allocation
Bonds, Series 1599 B 6.25" 214 11,360 11,360
Centre City Redevelopment Tax Allocation
Bonds, Series 1599 C 31-478" 2025 13,610 12,405
City Heights Redeveloprent Tax Allocation
Bonds, Series 1899 A 45-58" 2029 5,690 5,455
City Heights Redevelopment Tax Allocation
Bonds, Series 1999 B 575-64™ 2029 10,141 9.825
Central tmperial Redevelopment Project Tax
Allocation Bonds, Series 2000 445-669™ 2031 3,305 3,160
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2000 A 4.0-56" 2025 6,100 5,345
Centre City Redevelopment Project Tax R .
Allocation Bands, Series 2000 B 3.95-535" 2025 ] 21,380 19,670
Horlon Plaza Redevelopment Project Tax
Allocation Bonds, Series 2000 425-58™ 2022 15,025 14,425
North Bay Redevelopment Project Tax
Miocation Bonds, Series 2000 4.25-5.875™ 200 13,000 1,520
North Park Redevelopment Project Tax
Allocation Bonds, Series 2000 41-58" 2031 7.000 6,425
Southcrest Redevelopment Project Tax
Allocation Bonds, Series 2000 445-65" 2026 1,860 1,670
Centre City Redevelopment Tax Allocation
Bonds, Series 2001 A 493 - 5.65% 2027 58,426 57,175
Mount Hope Redevelopment Project Tax
Allocation Bonds, Series 2002 A 507 2027 3,055 3,085 |
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2003 A 25-50" 202¢ 31,000 21,755
City Heights Redevelopment Project Tax
Allocation Bonds, Series 2003 A 5.875-6.5™ 2034 4,955 4,955
City Heights Redevelopment Project Tax :
Allocation Bonds, Series 2003 B 25-425" 2014 . 865 625
{continued on next page)
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Fiscal
Year Balance
Interest Maturity Original Outstanding
Type of Obligation Rates Date Amount June 30, 2006
Morth Park Redevelopment Project Tax

Aliocation Bonds, Series 2003 A 1.5-6.125" . 2028 7,145 6,610
North Park Redevelopment Project Tax

Allocation Bonds, Series 2003 B 4.75-5.0" 2034 5,360 - 5,360
Horton Plaza Redevelopment Project Tax

Allocation Bonds, Series 2003 A 465-5.1" 2022 6,325 6,325
Horton Plaza Redevelopment Project Tax

Allocation Bonds, Seres 2003 B 3.25- 545" 2022 . 4,530 4,530
Horton Plaza Redevetopment Project Tax

Allogation Bonds, Series 2003 C 349-7.74" 2022 - 8,000 7460
Centre City Redevelopment Project Tax

Allocation Bonds, Series 2004 A 3.5-525= 2030 101,180 99,670
Centre City Redevelopment Project Tax ‘ . S

Allocation Bonds, Series 2004 B ) 2,26 - 458" 2011 9,855 8,245
Centre City Redevelopment Project Tax R

Adlocation Bonds, Series 2004 C ) 2.26-6.18" 2030 ] 27,185 27,230
Centre City Redevelopment Project Tax :

Aliocation Bonds, Series 2004 D 2.26 - 6.28™ 2030 8,305 8,730
Centre City Redevelopment Project Tax

Allocation Bonds, Series 2006 B ) 4.25-5.25" 2033 76,225 76,225
Centre City Redevelopment Project Tax ‘ ' .

Allocation Bonds, Series 2006 A 566-6.2" 2032 33,760 33,760
Total Tax Allocation Bonds 514,845
Tobacco Settlement Asset-Backed Bonds:

Tobacco Settlement Revenue Funding Corporation

Asset-Backed Bonds, Series 2006 7.125" 2023 105,400 105,400
Total Tobacco Settlement Asset-Backed Bonds . 105,400
Total Bonds Payable 1,316,390
Net Pension Obligation ' 158,087
Total Governmental Activlties Long-Term Liabilities $ 1,863,428

* Additional information on the variable rate contracts payable with the SD'SU Foundation and loans payable with North Park Theatre, LLC are discussed further
on the following page.

™ Interest rates are fixed, and reflect the range of rates for various maturities from the date of issuance to maturity.

“** The City Heights Redevelopment Tax Allecation Bonds, Series 1998 B, are capital appreciation bonds, which mature from fiscal year 2011 thmugh 2029, The
halance outstanding at June 30, 2006 does not include accreted interest of §5, 342

*** The Centre Gity Redevelopment Tax Allocation Bonds, Series 2001 A, partially include capital appreciation bonds, which mature from fiscal year 2015
through 2027. The balance outstanding at June 30, 2006 does not include accreted interest oi $3,877.
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Liability claims are primarily liquidated by the Self Insurance Fund and Enterprise Funds. Compensated absences are paid out
of the operating funds and certain intemal service funds, Pension liabilities are paid out of the operating funds based on a
percentage of payroll. :

Publfic Isafety general obligation bonds are secured by a pledge of the full faith and credit of the City or by a pledge of the City
to levy ad valorem property taxes without limitation. Open space general obligation bonds are backed by Environmental
Growth Fund 2/3 franchise fees.

Revenue bonds are secured by a pledge of specific revenue generally derived from fees or service charges related to the
operation of the project being financed. Certificates of Participation (COPs) and lease revenue bonds provide long-term
financing through a lease agreement, installment sales agreement, or foan agreement that does not constitute indebtedness
under the state constitutional debt limitation and is not subject to other statutory requirements applicable to bonds,

Special assessment/special tax bonds are issued by the City to provide funds for public improvements infand or serving special
assessment and Mello-Roos districts created by the City. The bonds are secured by assessments and special taxes levied on
the properties located within the assessment districts and the communily faciiities districts, and are payable solely from the
assessments and special taxes collected. The assessments and the special taxes, and any bonds payable from them, are
secured by a lien on the properties upon which the assessments and the special taxes are levied, Neither the faith and credit
nor the taxing power of the City is pledged to the payment of the bonds.

Section 108 loans are the loan guarantee provisions of the Community 'Development Block Grant (CDBG) program. Section
108 Ioans provide the community with a source of financing for economic development, housing rehabilitation, public facilities,
and capital improvement and infrastructure projects.

SANDAG loans are comprised of two components: repayment of debt service on bonds, and repayment of proceeds from
commercial paper. The City receives distributions of SANDAG beond proceeds, based on the City’s agreement with SANDAG.
The annual debt service payments related to these bond issuances are recovered by SANDAG through reductions in TransNet
allocations that would otherwise be available for payment to the City. TransNet-Proposition A, was passed in 1987 to enact a
Yz percent sales tax increase to fund regional transportation projects. All expenses must first be approved by SANDAG and be
included on the Regional Transportation Plan (RTP). The City recognizes repayment of the principal and interest on bonds as
an increase in TransNet revenues and an offsetting debt service expenditure. The interest rates on the outstanding bonds
range from 4.75 percent to 5.50 percent. [n addition to financing from bond issuances, financing for TransNet related projects
is made available through the issuance of commercial paper notes by SANDAG, at the request of the City. Repayment of
proceeds related to the commercial paper is collected in future periods through reductions in TransNet allocations, similar to
the repayment of the debt service on bonds. Interest rates on commercial paper notes during the current year have varied
from 2.40 percent to 3.58 percent, with maturities from 1 day to 166 days. Interest rates on outstanding commercial paper note
- amounts at June 30, 2006, ranged from 3.50 percent to 3.58 percent.

San Diego State University Foundation executed an Agreement for Processing a Redevelopment Plan and lLand Use
Entitlements with the Redevelopment Agency of the City of San Diego which aflows for reimbursement of expenses incurred by
the Foundatfon, in assisting in the preparation and processing of the Redevelopment Plan and Land Use Enfilements in the
College Area. The agreement is a variable rate obligation of the Agency. The unpaid principal bears interest at the prime rate
and is fixed on a quarterly basis, using the prime rate established on the first banking day of each calendar quarter. Interest
calculations are made on the quarterly weighted average of the principal balance and are made at the end of the quarter based
upon the rate fixed for that quarter. The interest rate is not to exceed 12 percent per annum on funds advanced to the Agency.
The effective interest rate as of June 30, 2006 is 7.75 percent.

The Redevelopment Agency of The City of San Diego and North Park Theatre, LLC entered into a Disposition and
Development Agreement dated April 23, 2002, a Second Implementation Agreement dated, April 28,2004 and a Third
Implementation Agreement dated December 5, 2004. These agreements were executed for the purposes of effectuating the
Redeveiopment Plan for the North Park Redevelopment Project, by providing for the disposition of certain real property and a
loan to the Agency from the Developer to fund the Agency's subsidy of the rehabilitation of the North Park Theatre building by
the Developer. The Third Implementation Agreement converted the loan from a fixed rate to a variable rate obligation of the
Agency. The interest on the loan is based on the prime rate plus 2 percent for the first two years, then will increase by a 1/2
percent per year for the remainder of the term of the loan. The interest rate shall not exceed the lesser of the Prime Rate plus
four percent, or the maximum interest rate allowed by law. The interest rate shall be reset annually, on August 1%, based on
the Prime Rate an the reset date. The effective interest rate as of June 30, 2006 is 8.25 percent.

108

)

L
)
won
da)
o



City oF San Dieco

ComprrHensIvVE ANNUAL FINancial ReporT

b.

Amortization Requirements

The annual requirements to amortize such long-term debt outstanding as of June 30, 2006, including inferest payments to

maturity, are as follows:

Year Capital Lease Obbgations Cortracts Payable Notes Payable
Ended
June 30, Principal Interest Pringipal Interest Principal Interest
2007 §o8T § 150 s - % -8 -3 -
2008 7233 1,218 - - - -
2009 65,474 838 - - - -
2010 5431 538 - - - -
2011 4,067 487 . - - -
2012-2016 8,562 527 - - - .
Unscheduted” - - 2,515 1,713 7.204 414
Total $ 40,541 5 5368 5 2515 § N3 0§ 7294 5 414

* The contracts payable to SDSU Found'ation in the amount of $1,715, tha contrac! payable to Westem Pacific Housing, fnc. in the amount

of $900, and the notes payable to Wal-Mart of $572 and San Diego Rewvitalizafion of $6,782, do not have annual repayment schedufes.
Annual payments on the San Diego State University debt is based on the availability of tax increment nat of the low-moderate and faxing
agency sef-asides as well as projed! area administration cosfs. Annual payments to the Wal-Mart, Wesiem Pacific Housing, Inc., and

San Diege Revifalization debt are based on evailable tax increment.

Genesal
Yaar Loans Payabla SANDAS Loans Saction 108 Loans Obligation Bonds
Endec . .
Juna 30, Principal Interest Principal Interast Principal Interest Principal Interast
2007 $ 272 H 385 § 5107 3 225 $ 3068 - 5 2340 $ 1885 783
2008 25 ang 2248 a4 3535 2,203 vaY. 841
2009 27 34 - - 2364 2,046 2,265 502
2010 30 301 - - 2457 1920 1,675 153
201 33 208 - - 2535 1,783 2,100 219
2012-2016 224 1,433 - - 5,086 5415 2240 74
20172021 361 1,293 . - 9,443 2424 - -
2022-2026 581 1,076 - - 3971 421 - .
2027-2031 35 722 - - - - - -
2032-2036 246 185 - . - . H -
Unsehedules® 8,581 242 - - - . - -
Total $ 14345 $ 8547 $§ 7,35 H 318 $ 42499 $ 19,562 § 12580 2572
* Tha loans payable o North Park Theatre, LLC in the amaunt of $3,335, and Centerpoind, LLC in the amount of §5,245 do not have annual
" repaymend schedules. Annual pay are based upon fufure receipfs of unalk d lax i or other avaleble sources.
Revenus Spesial Assessment Tax Allocation Tobacto
Yex Bondt / COPs Special Tax Bonds Boods Asset-Backed Bonds
Ended Unaccreted
Jine 30, Principal Interest Principal Interest Frincipal Appreciation Interest Principal Interest
2007 $ 19875 $ g ¢ 3 $ 76 $ 12040 § 1910 § 23442 $ 2700 § 7083
2008 20,660 31437 4.045 7112 13,971 1996 24,746 3300 7317
2008 21,550 30,385 4315 6921 14,476 2,081 24208 3,600 T.082
2010 21,235 24337 4,530 6705 15,088 2163 23,555 1800 5,876
a0 18325 28,363 4950 €474 15,853 2,243 2,608 4000 6555
20122016 H1.445 126,723 2375 26033 101.267 12058 98,778 25,100 28015
2172021 108,575 98,482 35,055 19,364 124,038 11,280 .01 35,500 17,681
W22 135645 62688 16,985 11,855 119684 6,354 40,387 7400 3285
20272031 85,390 priy. 25520 5001 TR 447 13,848
2032-2036 15550 1,155 2950 T 260 21,485 - 1,188
Sublotal 548,850 463 663 133,605 . 93015 514,845 40.572 344,850 105,400 83864
Add
Accreted Apprediation
threugh June 3, 2006 - - - - 9,219 - - - -
Total £ 549,850 $ 463662 $ 133605 $ 85018 $ 524,064 § 40572 § 344980 § 105400 $ BIBG4

° 1he 1HbacsD ASSEl-BACKEd HORA S FTIRCpS Ledt Se/vice fequiernents are DASEd Upon expected |L/bo FIncipal payments.
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¢. Change in Long-Term Liabilities

Additions to governmental activities long-term debt for contracts, notes and loans payable may differ from proceeds reparled
on the Statement of Revenues, Expenditures, and Changes in Fund Balances, due to funding received in pricr fiscat years
being converted from short-term to long-term debt as a result of developers extending the terms of the obligation.

The following is a summary of changes in governmental activities long-term liabilities for the year ended June 30, 2006. The
effect of bond accretion, bond premiums, discounts, and deferred amounts on bond refunds are amortized as adjustments to
long-term liabilities. -

Govenmental Activities
Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Compensated Absences 14,387 £0,878 (53,445) 71,820 31,064
Liability Claims 218,366 35,905 (51,788} 202,482 32,390
Capital L aasa Obligaions 30,647 20,087 {10,193} 40,541 8,774
Contracts Payable 1,715 500 - : 2615
Notes Payable . 7924 - {630) . 1284 -
Loans Payable 5187 9,171 (13} 4,345 2702
. Section 108 Loans Payable 42858 FALY {2,510} 42,499 1,068
SANDAG Loans Payable ) 13979 1,651 (8,275} 7,355 5,107
General Obligation Bands. 14530 - {1,840% 12,680 1.985
Revenue Bonds / COPs 571,285 - (21,435} 549,850 18,875
li ized Bond Premiums, Discourt: ’
and Defered Amounts on Refunding (950) - 51 {895} -
Net Revenue Bonds/COP's 570,335 - {21,384) 548,951 19,875
Specid Assessment / Special
Tax Bonds 137,305 - {3,700 133,605 . 3770
Unamortzed Bond Pramiums, Discounts : ’
and Deferred Amounts on Refunding (654) - 46 {508)
Met Special Assestment Bonds ) 136,651 - {3,654) 132,597 3,770
Tax ABocation Bonds 415,778 109,985 (10,918) 514,845 12,041
Interest Accretion 7 . 7,463 1,822 {66) 9,219
Balance with Accretion 423,241 114,807 {10,984) 524,064 12,041
Unamortized Bond Premiums, Discounts
and Deferred Amounts on Refunding 3215 2408 - 5623
Net Tax Allocation Bongs 426,456 114,215 (10,984} 529,687 12041
Tabacco Setlement Asset-Backed Bends: - 105,406 - 105,400 2,700
Unarmortized Sond Premiums, Discounts ’
and Deferred Amounts on Refunding - -
Net Tobacco Settlemnent Asset-Backed Bonds . 105,400 - 105,400 T2700
et Pension Chiigation : 254,486 6,325 (162,724} 158,087
Total H 1,797,521 H 346,683 ] (267,441} § 1,876,763 $ 123476
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d. Defeasance of Debt

As of June 30, 2006, principal amounts payable fram escrow funds established for defeased bonds are és follows:

Defeased Bonds Amount

Horton Plaza Redevelopment Project Subordinate Tax

Allocation Refunding Bonds, Series 1996 B o 3 6,640

Total Defeased Bonds Quistanding $ 5,640
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6. BUSINESS-TYPE ACTIVITIES LONG-TERM LIABILITIES {in Thousands)

a. Long-Term Liabilities

Business-type activities long-term fiabilities as of June 30, 2006 are comprised of the following:

Fiscal
Year Balance
Maturity Original Qutstanding

Type of Obligation Interest Rates Date Amount June 30, 2006

Arbitrage Liability $ 193

Compensated Absences . : - 16,390

Liability Claims ) . 50,379

Capital Lease Obligations 2,057

Loans Payable:

toans Payable to San Ciego County - - 100 100
Water Authority

Leans Payable to State Water Resources 1.80%" 2020 10,606 7816
Control Board, issued February 8, 2000 :

Loans Payable to State Water Resources 1.80" 2022 6,684 5533
Control Board, issued February 9, 2000

Loans Payable to State Water Resources 1.80" 2022 33,720 27912
Contro! Board, issued March 30, 2001

Loans Payable to State Water Resources - 1.80M A4 7,742 6.406
Control Board, issued May 17, 2001

Loans Payable to State Water Resources 1.80™ 201 860 673
Controf Board, issued May 17, 2001

Loans Payable to State Water Resources 1.80* 2021 2,525 1,977
Control Board, issued Jung 11! 2001

Loans Payable to State Water Rescurces 1.99% 2020 3,767 3,042
Control Board, issued October 3, 2002

Loans Payable to State Water Resources 1.80" 2023 8,068 7,033
Control Board, issued October 3, 2002

Leans Payable fo State Water Resources 1.89* 2024 10,093 9,647
Control Board, issued December 14, 2005

Loans Payable fo Depariment of Health . 25132 Co20% 21,525 21,108
Services, issued July §, 2005

Totzl Loans Payable 91,247

Bonds Payable: ]

Sewer Revenue Bonds, Series 1993 28.525° 2023 250,000 182,370

Sewer Revenue Bonds, Series 1995 39-6.0° 2025 350,000 284,505

Sewer Revenue Bonds, Serles 1997 A 37-537% 2027 183,000 152,625

(continued on nexi page}
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Fiscal
Year Balance
Maturity Original Outstanding
Type of Obligation Interest Rates Date Amount June 30, 2006
Sewer Revenue Bonds, Series 1997 B 3.7-537%" 2027 $ 67,000 3 55,875
Water Cerlificate of Undivided Interest, 40-5375* 2028 385,000 271,055
Series 1998 )
Sewer Revenue Bonds, Series 1999 A 35-5125" 2029 203,350 178,665
Sewer Revenue Bonds, Series 1899 B 3.5-5125" 2029 112,060 98,665
Subardinated Water Revenue Bends, 20-50" 2033 266,945 286,945
Series 2002
Sewer Revenue Bonds, Sesies 2004 variable*** 2008 152,000 152,000
Total Bonds Payabie . 1,662,705
Estimated Landfill Closure and Postclosure Care 14,811
Net Pension Obligation 36,394
Total Business-Type Activities Long-Term Liabilities $ 1874170

* Inferest rates are fixed, and reflect the range of rates for various maturities from the date of issuance fo maturity,

** Effective rate .

*** Variable rate based on 62.34% of the London Inter-bank Offered Rate {LIBOR), which is a daily reference rate based on the
interest rates at which major banks offer to lend unsecured funds fo other banks in the London infer-bank market, plus 90 basis
points through December 16, 2006. The effective interest rate af fiscal year end June 30, 2006 is 3.6984%.

b. Amortization Requirements

Annual requirements fo amartize long-term debt as of June 30, 2006, including interest payments to maturity, are

as follows:
Capital Lease
Revenue Bonds Payable Loans Payable Obligations
Year Ended
June 30 Principal Interest Principal Interest Principal Interest
2007 $ 56845 § 80721 0§ 4677 0§ 1802 § . 1045 % 69
2008 74,015 77.795 4767 1,712 840 31
2009 75,995 74,606 4,860 1,619 166 4
2010 77985 71,404 . 4856 1,523
201 80,210 67,972 5,062 1427 - -
2012-2016 305,245 292,885 26,783 5612 - -
2017-2021 369,745 211,023 28,624 2,883 - -
2022-2026 398,920 109,31 11,428 533 - -
2027-2031 167,600 25,353 - - - -
2032-2036 26,145 1,324 . . - . -
Unscheduled * - - 100 - L -
Total - § 1662706 31012384 § 91247 5 I 3§ 2051 § 104

* The loan payable to the San Diego County Wafer Authorify in the amount of $100 does not have an
annual repayment schedule. The payment is due if funding for the projects for which the loan was received
becomes available from ofher sources.
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" ¢, Change in Long-Term Liabilities -

The following is a summary of changes in long-term liabilities for the year ended June 30, 2006. The effect of
bond premiums, discounts and deferred amounts on refunding are reflected as adjustments to long-term liabilities.

Business-Type Activities
Beginning Ending Due Within
Balance Addiions  Reductions Balance One Year,
Arbitrage Liability $ 13§ KO T ) B B E T -
Compensated Absences 17,50 12,974 (14,105) " 16,390 7,580
Liability Claims . 47,389 4,551 {1,561) 50,379 354
Capital Lease Obligations 352 - (1470 2,051 1,045
Loans Payable” 63,803 31,618 4174 91,247 4877
Revenue Bonds Payable 1,698,060 ' - {35,359} 1,662,706 56,848
Unamorized Bond Premiums, Discounts 7 '
and Deferred Amounts on Refunding (8,510) - 751 {7.759) -
Net Revenie Bonds Payable 1,688,530 - (34,604} 1,654,946 56,845
Estimated Landfill Closure , )
and Postclosure Care 13,665 1,146 - 14,811
Net Pension Obligation | 35,104 2,264 {374) 36,394 .
Total 3 1870766 § 52,556  § (5691%) § 1886411 § 73671

d. Defeasance of Debt

As of June 30, 2008, principal_amounts payable from escrow funds esfablished for defeased bonds are as follows:

Defeased Bonds Balance
Water Revenue Bonds, Series 1998 $ 77,155
Total Defeased Bonds Outstanding $ 77,155
1. DISCRETELY PRESENTED COMPONENT UNITS LONG-TERM DEBT (In Thousands)

Discretely presented component units long-term debt as of June 30, 20086 is comprised as follows:

San Diego Convention Center Corporation
Balance
Fiscal Year Qutstanding Due Within

Type of Obligation . Interest Rate  Maturity Date  Original Amount June 30, 2006 " One Year
Compensated Absences $ 1,124 $ 1,076
Capital Lease 3,942 3,662 706
Note Payable to San Diego

Unified Pert District, dated 199¢ 0.00% 2011 10,000 4,500 1,000

Total Leng-Term Liabilities 9,283 2782
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Annual fequirements to amortize long-term debt as of June 30, 2006, are as follows:

Capital Lease Note Payable
Fiscal Year - Amount Fiscal Year Amount
2007 $ 706 2007 $ 1,000
2008 . 755 2008 1,000
2009 807 2009 : 1,000
2010 863 2010 1,000
2011 531 2011 500
Total $ 3862 Total - $ 4,500
San Di Housing C iSSi
] Fiscal Year Balance Qutstanding Due Within One
Type of Obligation ’ Interest Rate Maturity Date Original Amount’ June 30, 2006 Year
Compensated Absences : ' $ © 1,30 $ 1,391
Nete Payable to Bank of Amenca, . .
dated February 1385 50~ 10.2% 2025 3,783 3,007 103
Note Payable to Cly of San Diege
Redevelopment Agency, dated March
1092 : 0.0 02 6% 696
" Note Payable to Washington Mutual, - . R
dated June $995 ‘ Variable* 2011 - : 4725 3672 168 -
Note Payable to State of Calfornia .
{RHCP) 3.0 2013 3,149 3,149
Note Payable to State of Califoria
(RHCP} : 0.0 2015 1,405 1,405
Ncte Payable to State of Califomia .
(CaHELP) . 0.0 2013 704 1,892 Lo-
Total Notes Payable $ ,15,282 $ 1663

* The interest rale as of June 30, 2006 was 4.31%

Annual requirements to amortize such long-term debt as of June 30, 2006 to maturity are as follows:

" Year Ending
June 30 Principal Interest
2007 $ - 2712 % 313
2008 289 295
2609 302 - 28
2010 314 271
2011 3,001 257
2012-2016° 7,211 1772
2017-2021 957 312
2022-2025 1,545 62
Total $ 13,891 5 3,565
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" Crry of San Dieco

SHORT-TERM NOTES PAYABLE (In Thousands)

The City issues Tax and Revenue Anticipation Notes (TRANs) in advance of property tax collections, depositing the
proceeds into the General Fund. These notes are necessary to meet the cash requirements of the City prior to the
receipt of property taxes. ) : '

Short-term debt activity for the year ended June 30, 2006, was as follows:

Beginning Balance Additions - Reduglions Ending Balance

Tax and Revenue Anticipation Notes $ - $ 145,000 $ (1450000 %

n

The $145,000 FY08 TRANS issue had an average interest rate of 3.19% and was repaid on May 31, 2006.
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9.  JOINT VENTURE and JOINTLY GOVERNED ORGANIZATIONS {In Thousands)

San Dieqo Medical Services'Enterprise. LLC

- A joint venture is a legal entity or other arganization that results from a confractual arrangement and that is owned,
operated, or governed by two or more participants as a separate and specific activity subject to joint control.  San
Diego Medical Services Enterprise, LLC (SDMSE) is a joint venture that is reported within the Genieral Fund.

SDMSE was organized on May 2, 1997 fo provide emergency medical services and medical transportation services io
the citizens of San Diego. Operations began July 1, 1997 under an initial 5 year agreement that was extended on
July 1, 2002 and again on July 1, 2005 for an additional three year period. The SDMSE partners are the C'ity of San
Diego and Rural Metro of San Diego, Inc., a wholly owned subsidiary of Rural Metro Corporation (a publicly traded -
corporation),- The SDMSE governing board is comprised of five members, three of whom are appointed by the City. In
accordance with GASB 14, the financial impacts of the joint venture are reported in the General Fund.

The maximum funds which the City is reguired to contribute to the costs of SDMSE operations are fimited to an
aggregate of $8,450 during the term of the third amended agreement. This aggregate includes a $650 annual subsidy
and any other amounts to be paid to the City since 1957 under the original coniract, and any losses the City is required
to cover under the extended contract, excluding any amount the City contributes for Medicare fse reimbursements.
Cumufatively, the City has paid annual subsidies totaling $5,700 as of June 30, 2006. Effective in fiscal year 20086, the
Cily is no longer required to pay the $650 annual subsidy and the Medicare fee reimbursements shall not exceed $250
per fiscal year. Net assets of SDMSE are pro-rated to each partner based on a 50/50 split. In accordance with the
operating agreement,- profit and foss for each fiscal year is allocated equally to the members, subject to an agaregate
limitation on loss to the City of $8,450 {equal to the amount of subsidies discussed above). For the fiscal year ended
June 30, 2006, SDMSE reported a net income of $1,498, a member distribution of $455, and ending net assets of
$4,127.

Under the terms of an operating agreement between Rural/Metro of San Diego, Inc. and SDMSE, Rural/Metro of San
. Diego, Inc. has made available a line-of-credit in the initial amount of $3,500 bearing an interest rate of 9.5%. SDMSE
did not have an omstanding balance, nor dig it borrow on the line-of-credit at June 30. 2006.

Complete financial statements can be requested from San Diego Medical Services Enterpnse LLC, 8401 East Indian
School Rd., Scottsdale, Arizona 85251.

San Diego Workforce Partnership

The City of San Diego and the County of San Diego jointly govern the San Diego Workforce Partnership (Consortium).
The Consortium's Board of Directors consists of two members of the City Council, two members from the County
Board of Supervisors, and one member of a charitable organization. The purpose of the Consortium is 1o provide
regional employment and fraining services in order to develop and create job opportunifies throughout San Diego
County.

San Diego Geographic Information Source {SanGIS)

SanGIS was created in July 1997 as a joint powers agreement between the City of San Diego and the County of San

. Diego. SanGIS objectives are to create and maintain a geographic information system, marketing and licensing
compiled digital geographic data and software, providing technical services and pubhshmg geographical and land-
related information.
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10. LEASE COMMITMENTS {In Thousands)

The Citf leases various properties and equipment. Leased property having elements of ownership are recorded as
capital leases and reporied as capital assets in the government-wide financial statements, along with a corresponding
capital lease obligation. Leased property thal does not have elements of ownership is reported as an operating lease
and is expensed when paid. ' ) :

Operating Leases

The .City's operaling leases consist primarily of rental prbpérty occupied by City departments. The following is a
schedule of future minimum rental payments required under operating leases entered into by the City for property that
has initial or remaining non-cancelable lease terms in excess of-one year as of June 30, 2006:

Year Ended
June 30 Amount
2007 ] 11,699
2008 11,167
2009 11,396
2010 11,078
2011 . ' 10,524
2012-2016 27442
20172021 45
2022-2025 147
Total S 83698

Rent expense as related to oberaﬁng leases was $12,250 for the year ended June 30, 2006.

Capital Leases

The City has entered into various capital leases for equipment, vehicles and property. These capital leases have
maturity dates ranging from July 1, 2006 through November 30, 2014, and interest rates ranging from 2.57% to 7.94%.
A schedule of future minimum lease payments under capital leases as of June 30, 2006 is provided in Notes 5 and 6.
The value of all capital leased assets as of June 3¢, 2006 for governmental assets is $32,850, net of accumulated
depreciaiion of $79,249 and business-type assets of $12,619 net of accumulated depreciation of $12,761.
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Lease Revenues

The Cily has operating leases for certain land, buildings and facilities with tenants and concessionaires. Leased capital
asset carrying values of approximately $45,872 as well as depreciation are reported in Note 4 and are consolidated
with non-leased assets. Minimum annual lease revenues are reported in the following schedule: '

Year Ended
June 30 Amount
2007 $ 28,540
2008 27,262
2008 26,661
2010 26,026
2011 25,767 -
2012-2016 121,799
2017-2021 ' 110,250
20222026 : 103,007
2027-2031 -, 97,531
2032-2036 87577
2037-2041 80,145,
" 2042-2046 69,584
2047-2051 32,968
2052-2056 6,958
20572061 . ' " 2375

Total 3 846,450

This amount does not include contingent rentals which may be received under certain leases of property on the basis
of percentage returns. Rental income as relaied to operaling leases was $72,822 for the year ended June 30, 2006
which includes contingent rentals amounting to $44,900. '

1", DEFERRED COMPENSATION PLAN (In Thousands):

The City, San Diego Convention Center Corporation (SDCCC}, San Diego Data Processing Corporation (SDDPC), and
San Diego Housing Commission {SDHC) each offer their employees a deferred compensation plan, created in
accordance with Internal Revenue Service Code Section 457, State and Local Government Defesred Compensation
Plans. These plans, available to eligible employees, permit them to defer, pre-tax, a portion of their salary until future
years. Deferred compensation is not available to .employees untii termination, refirement, death, disability or an
unforeseeable emergency. All assets and income of the deferred compensation plan are held in frust for the exclusive
benefit of plan participants and their beneficiaries. The deferred compensation plans are not considered part of the
City of San Diego's financial reporting entity.
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12,

PENSICN PLANS {In Thousands)

The City has a defined benefit pension plan and various defined contribution pension plans covering substantially all of
its employees. '

DEFINED BENEFIT PLAN
a. Plan Description

San Diego City Employees’ Retirement System ("SDCERS”), as autherized by Article X of the City Charter, is a
public employes retirement system established in fiscal year 1927 by the City. SDCERS is an agent multiple-
employer defined benefit public pension plan and acts as a common investment and administrative agent for the
City, the San Diego Unified Port District (the “Port"), and the San Diego County Regional Airport Authority (the
“Airport™. It is administered by the SDCERS Board (lfie “Board”} to provide retirement, disability, death and
survivor benefits for its members. Amendments to the City's benefit provisions require City Council approval as
well as a majority vote by members, provided that benefit increases also require a majority vote of the public
{effective January 1, 2007). All approved benefit changes are codified in the City's Municipal Code.

The Defined Benefit Plan (the Plan) covers all eligible employees of the City, the Port, and the Airport, All City
employees working half-time or greater and ful-time employees of the Port and the Airpart, are eligible for
membership and are required to join SDCERS. The Port and Airport are not compenent units of the City CAFR,
however, and the information herein relates solely to the City's participation in SDCERS. City employment
classes participating in the Plan are elected officers, general and safety {including police, fire and lifeguard
members). These classes are represented by various unions depending on the type and nature of work
performed, except for elected officials, unclassified and unrepresented employees.

Plan Membership as of June 30. 2006

Total by

General Safety  Classification
Active Members 6,409 2478 8,887
Terminated Members 1!983' . 376 2,359
Retirees, Disabled and
Beneficiaries 3,800 2,601 6,401
Total Members, as of :
June 30, 2006 12,192 5,455 17 647

Source: SDCERS-City of San Diego Actuarial Valuation as of June 30, 2006

As a defined benefit plan, refirement benefits are determined primarily by a member's class, age at retirement,
number of years of creditable service, and-the member's final compensation based on the highest salary eamned
over a consecutive one-year period. The Plan provides cost of living adjustments of 2% io retirees, which is
factored into'the actuarial assumptions. Increases in retirement benefits due to cost of living adjustments do not
require voter approval. The Plan requires ten years of service at age 62, or 20 yéars of service at age 55 for
general members (50 for safety members}, which could include certain service purchased or service earned at a

" reciprocating government entiiy, to vest for a benefil. Typically, refirement benefits are awarded at a rate of 2.5%

of the employee's one-year high annual salary per year of service at age 55 for general members, and 3% for
Safety members starting at the age of 50. The .actual percentage of final average salary per year served
component of the calculation rises as the employee's retirement age increases and depends on the retirement
option sefected by the employee. General plan percentage of final average salary per year served is a maximum
of 2.8% for general members and 3% for safety members.
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Deferred Retirement Cption Program (DROP)

The City also has a Deferred Retirement Option Program (DROP) where participants continue to work for the City
and receive a regular paycheck. SDCERS' members electing to participate in DROP must agree to participate in
the program for a specific peried, up to a maximum of five years. A DROP participant must agree to end
employment with the City on or before the end of the selected DROP participation period. A SDCERS member’s
decision to enter DROP is irevocable.

Upon entering the program, the DROP partlmpant stops makmg contributions to SDCERS and slops earning
creditable service. Instead, amounts equivalent to the participant's refirement benefit plus 8% earnings and
additional contributions are credited to an individual account héld in the parficipant's name. The DROP benefit is
the. value of a DROP participant’s account at the end of the DROP participation period. Participants select the
form of the distribution of the DROP account when they leave employment and begin retirement. The distribution
is made as a single lump sum or in 240 equal monthly payments, or as otherwise allowed by applicable provisions
of the Internal Revenue Code. Outstanding liabilities for DROP are shown on the Statement of Fiduciary Net
Assets in the basic financial statements. During the period of participation, the participant continues o receive
most of the employer offered benefits available io regular employees.

SDCERS' members who were hired on or after July 1, 2005 are ineligible to participate in the DROP program due
to the benefit changes negotiated with the July 1, 2005 Memoranda of Understanding (MOU). However, SDCERS
has asserted that due o delays in codification of benefit changes into the Municipal Code, the effective cut off
date would instead be February 16, 2007, which is when the Ordinance 0-19567 was officially codified in the
Municipal Code. As of the issuance of this report, the City Aftorney and SDCERS legal counsel do not agree on
this issue and the Municipal Code states July 1, 2005 as the effeciive date [refer to Note 18 for additional
information]. Notwithstanding amendments to the municipal code, SDCERS' members who were hired prlor to
July 1, 2005 are eligible fo pariicipate in DROP when they are eligible for a service retirement.

Purchase of Service Credits

Article 4 Division 13 of the City's Municipal Code allows plan members to purchase years of Creditable Service for
use in determining retirement allowances. To purchase Creditable Service, a Member must elect to pay and
thereafier pay, in accordance with such election bejore refirement, into the Retirement Fund an amount, including
interest, determined by the Board. No Member wilt receive Creditable Service under this Division for any service
for which payment has not been completed pursuant o this Division before the effective date of the Member's
retirement. The City Aftarneyhas opined that in the past, the Purchase of Service Credits were under priced by
the Board of Administration. After review of the purchase of service program, SDCERS' actuary concluded that
the service credit pricing structure that was in place prior to November 2003 did not reflect the full cost in the price
then charged to SDCERS members. The pricing shortfall of approximately $146,000, which is included in the
UAAL, is reported in the RSI of these financial statements. The service credit pricing structure used after

- November 2003, however, does cover the full projected cost lo the System when members purchased the service
credits (this is discussed in Note 18: Contingencies),

SDCERS' members who were hired on or after July 1, 2005 are inefigible to participate in the Purchase of Service
Credit program due to the benefit changes negotiated with the July 1, 2005 Memoranda of Understanding (MOU).
However, SDCERS has asserted that due to delays in codification of benefit changes into the municipal code, the
effective cut off date would instead be February 16, 2007, which is when the Ordinance 0-19567 was officially
codified in the Municipal Code. As of the issuance of this report, the City Attorney and SDCERS legal counsel do
not agree on this issue and the Municipal Code states July 1, 2005 as the effective date [refer to Note 18 for
additional information]. Notwithstanding amendments to the municipal code, SDCERS' members who were hired
prior to July 1, 2005 are eligible to participate the Purchase of Service Credit Program.

Corbett Settlement Benefits and Retirement Factors_

In 1998, & lawsuit was filed by retired employees who alleged that the City's definition of compensation subject to
the computation of retirement benefits improperly excluded the value of cerain earnings. The City and SDCERS
settled in May of 2000, which is known as the Corbett Settlement. This settlement provided for a flat increase of
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7% in benefits payable fo efigibie members who retired prior fo July 1, 2000, payable annually. The settiement
alse provided a 10% benefit increase and allows for two options in calculating the service retirement allowance for
employees aclive at the time of the setflement and who joined the Retiremerit System before July 1, 2000 and
who retired after July 1, 2000.

The oplions for calculaimg the service retirement allowance are outlined in the San Diego Municipal Code
seclions 24.0402 and 24.0403 which can be obtained at City of San Diego City Clerks Office 202 C Street, San
Diego, CA 92101 or online at www.sandieqo.qov.

On July 1, 2002 the City Council increased the retirement factors used for calculating retirement allowances; this
action was related to MP-2 (as discussed later in this note). As a result of the Corbett Settlement and other banefit
actions taken by the City Council, the service retirement factors for general members (non-safety and non-
legistative) range from 2.0% al age 55 o 2.8% at age 65. The service retirement factors for Safety Members (Fire,
Police and Lifeguard) range from 2,2% at age 50 to 3.0% at age 50 depending on the Corbett Settlement option
selected. Finally, the City also maintains an Elected Officer's Retirement Plan where members are eligible to
receive 3.5% of their final average sélary per year of creditable service. Depending an the number of years
serviced, participants of the Elected Officer's Retirement plan can retire earlier than the age of 55, however their
retirement allowance is reduced by 2.0% for each year under the age of 55.

Preservation of Beneﬁt Plan

On March 19, 2001, the City Councif adopted Ordinance O-18930, adding SDMC sections 24.1601 thirough

241608, establishing the Preservation of Benefit Plan (POB Plan). The POB Plan is a qualified governmental
excess benefit arrangement (QEBA) under Internal Revenue Code (IRC) section 415(m}, which was created by
Congress {o allow the payment of promised pension benefits that exceed the IRC section 415(b) timits (and
therefore cannof be paid from a qualified retirement plan). As provided, in SDMC section 24.1606, and reqmred
by federal tax law, the POB Plan is unfunded within the meaning of the federal tax laws. The City may not pre-
fund the POB Plan fo cover future liabilities beyond the current year as it can with an IRC section 401(a) pension
plan. SDCERS has eslablished procedures o pay for these benefits on a pay-as-you-go basis. Currently,
SDCERS is participating in a Voluntary Correction Program with the IRS concerning the POB plan (refer to Note
18: Contingencies for addilional information). As of issuance of this reporl, acluarial liabflities relaled to refired
member benefits that exceeded §415 limits are included in the RS! for the City's core pension. plan for valuation
years up to and including fiscal year 2005. In the fiscal year 2006 actuarial valuation, the estimated aciuarial
accrued liability related to excess benefits for eligible active members of the system, amounting to approximately
$22,800, was removed from the plan's Actuarial Liabilities (this liability is estimated to be approximately $30,400
in the fiscal year 2007 actuarial valuation). Additionally, the liability for retired members of the POB Plan,
amounting to approximately $6,400, has been excluded from the fiscal year 2007 actuarial valuation. Estimates
related to the actuarial liability for benefits that exceed IRS §415 limits were calculated using actuarial
assumplions consistent with those used to perform actuarial valuations for the City's core pension plan and also
pursuant fo the Compliance Statement, dated December 20, 2007, and Tax Determination Letter provided by the
IRS during Voluntary Correction Program discussions.

The most current estimates related io_the Preservation of Benefit plan are that approximately 58 beneficiaries
have received benefits of approximately $2,900 in excess of IRC §415 limits through June 30, 2006; an addiiional
approximale $800 in benefits were paid in the fiscal year ending June 30, 2007 for an estimated cumulative
overpayment of $3,800. No additional plan payments or repayments are required as a result of the Compliance
Statement. The number of plan participants, in any given year, for the Preservation of Benefil Plan is determined
by the number of plan participants who exceed the curent year's IRS §415(b) limitations as calculated by
SDCERS' actuary. The maximum limit for the calendar year 2006 was $175 (calendar year 2008 limit is $185) and
is adjusted downward depending on the age of the participani when benefits began.

Charter Amendment

On November 7,-2006, the citizens approved an amendment to Article 9, Section 143 of the City's Charter,
requiring voter approval of certain increases in refirement system benefits for public employees. Specifically, this
amendment reguires a majority approval of any ordlnance that amends the City's rehrement system by increasing
the benefits of any empioyee.
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- Additional details of retirement benefits can be obtained from SDCERS. SDCERS is considered part of the City of
‘San Diego’s financial reporting entity and is reported as a pension trust fund. SDCERS issues stand-alone
financial statements which are available at its office Iocated at 401 West A Street, Suite 400, San Diego, California
92101

b.  Summary of Significant Accountinq Policies - Pension

Basis of Accounting - The pension trust fund uses the economic resources measuremeni focus and the accrual .
basis of accounting. Contributions are recognized as additions in the period in which the contributions are due and
a formal commitment to provide the contributions has been made. Benefits and refunds are recognized when due
and payable in accordance with the Plan.

Method Used fo Value Investments - SDCERS investments are stated at fair value. The SDCERS custodial agent
provides market values of invested assets with the exception of the fair value of directly owned real estate assets
which are provided by the responsible investment manager and independent third party appraisal firms.
Investment income is recognized in accordance with GASB 25 and is stated net of investment management fees
and related expenses.

- C. Contributions and Reserves - Disclosure Related to Long - Term Contra-cts and Other Agreements

Funding antracts: MP-1 and MP-2

The City employer contributions for fiscal years 1896 - 2003 were not based on the full actuarial rates. instead,
employer contributions were less than the full actuarial rates in accordance with an agreement between the City
and SDCERS, commonly referred to as Manager's Proposal 1 (MP-1). MP-1 provided that the City would make
annual payments ‘according to a contractually fixed formula of increasing percentages of total payroll instead of
-annual payments based on the annually required contribution {ARC) rates determined by the actuary. This
agreement was subject 1o an actuarially determined funding ratio (“the trigger”) of 82.3%. In the event the trigger
was reached, the City would be required to make a lump sum payment {o return the system to the funding ratio of.
82.3%. The {funding pravision established by MP-1 was to be eflective until fiscal year 2007, at which time, the
City's contribution would return to the full ARC rate determined by the actuary. In the opinion of Kroll (a
professional consulting firm engaged by the City to act in the capacity of an Audit Committee) and the City
) Atiorney, the funding mechanism of MP-1 was iflegal in violation of the City Charter and the State Constltution

In 2002, a second agreement between the City and SDCERS was raiified; this agreement subsequently became
known as Manager's Proposal 2 (MP-2). MP-2 medified MP-1 principally by allowing the City to avoid a balfoon
payment if the trigger was reached. Instead, MP-2 allowed the City t¢ increase its funding until the full ARC was
reached. This provision of MP-2 required that funding be increased over a five year period. In the opinion of Kroli
and the City Attorney, the funding mechanism of MP-2 was illegal in violation of the Crty Charter and the State
Constitution.

The actuarial valuation as of June 30, 2002, received in January 2003, which applies to contributions made in
fiscal year 2004, reported the funded ratio to be 77.3%, thus the trigger had been breached. As a result, the City
paid the increased confribution rates (which were less than the full acluariat rates) as required by MP-2 in the next
fiscal year {fiscal year ended June 30, 2004}. MP-1 and MP -2 are no longer in eifect due to the Gleason
seftlenent {see the section titled “Funding Commitments Related to Legal Settlements™ in this Note).
- A discussion of funding levels can be found in the Funb'ing Policy and Annual Pension Cost section of this note.

Funding Contracts: Union Agreements

The Ciiy has historically picked up a portion of the employee’s retirement contributions, The fiscal year 2006

MOUs and the changes to current and futute employee benefits therein were introduced to Council in November_ .
2006, and the changes in benefit eligibility were approved by Council Resolution 300600,
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The agreement in the MOUs (agreemenits with the police union were not reached) was to reduce the amount of
individual employees' pension contributions which are paid for by the City, effective fiscal year 2006. The
agreements with labor unions resulied in the reduction of City “pick-up” of the employee pension contribution by
3% for the Municipal Employees' Association {MEA), the Internationat Association of Fire Fighters Local 145, and
the Deputy City Attorney Association (DCAA} and a unilaterally imposed reduciion of 3.2% for the San. Diego
Police Officers Asscciation (POA). In addition, the American Federation of State and County Municipal
Employees (AFSCME) Local 127 negotiated a 1.9% salary reduction in lieu of a City p|ck up” contribution
reduction and a benefit freeze.

The agreements with the bargaining units explicitly indicate that savings to the City must be used to help address
its Unfunded Actuarial Accrued Liability {UAAL) within the fimeframe of the respective contracts. The labor
condract with Local 127 states that “By June 30, 2008, if the Cily has not dedicated a total of $600,000 or more to
the UAAL reduction, including the amount received by Ieveraging employee salary reduction and pension
contribution monies, the AFSCME salary reduction monies with interest will revert to SDCERS Employee
Contribution Rate Reserve for bengfit of Local 127 unit members to defray employee pension contributions.” The
City will be excused from meeting the above cbligation if the funded ratio reaches 100% by June 30, 2008.

In June 2006, the City leveraged a portion of the employee pick up savings by confributing $80,800 from
securitization of future tobacco settlement revenues, $9,200 of current tobacco seftlement revenues, and $8,300
from the remaining balance in the employee “pick-up” amount as part of meeting its negotiated commitment. The
$100,000 payment in excess of the ARC from tobacco seftlement revenues is 100% backed by general fund
revenues, and therefore, was directly allocated to reduce the NPO of the generaf fund only. The additional
contribution of $8,300 in excess of the ARC, however, was allocaled Citywide as a reduction to the NPO. In June
2007, the City contributed approximately $7,000 in addition to the ARC, from the savings of the employee “pick-
up” reduction. (These agreements are also discussed in the Subsequent Events Note 22). A financing oplion to
generate additional funding is currently being pursued. As of issuance of this report, it appears the City will not be
able to meet the outstanding commitment by June 30, 2008 in its entirety. As such, the salary reduction monies,

- with interest, will fiely revert to the employee ccntnbutlon rate reserve as staled in the MOU with the Local 127
bargaining unit.

Funding Commitments Related to Legal Seftiements

Subsequent to the adoption of MP-2, the City settied a class action lawsuit regarding alleged breaches of fi iduciary
duty and law regarding the City's underfunding of the pension system resulting from the adoption of MP-1 and
MP-2. The Gleason Settlement Agreement addressed the issues raised regarding the City's underfunding of the
pension system by imposing the following requirements on the City for fiscal years 2005 through 2008:

Contribute $130,00C in fiscal year 2005. *

Pay its full ARC beginning fiscal year 2006.

Repeal Municipal Code Sections that legitimized the City’s contribution obligations related to MP-2,
Provide a total of $375,000 of real property as collateral for payments required via the Gleason
Settiement Agreement.

* The City's Gleason Setilement required coniribution of $130,000 in fiscal year. 2005 was paid prior to
the execution of the agreement on July 7, 2005, and therefore, was omitted irom the final agreement.

The Gleason Setlement also stipulated that certain actuarial assumptions be fixed, notably, that the amortization
period was reset to a 29-year closed commencing with the June 30, 2004 Annual Actuarial Valuation. These
assumptions were to remain in place for the duration of the settlement. On July 1, 2004, the City made the
Gleason Settlement required condribution of $130,000 for fiscat year 2005 in addition to providing real property
totaling $375,000 as collateral to be returned in annual instaliments of $125,000. On July 1, 2005, the City made
the annually required contribution of $163,000 for fiscal year 2006. Additionally, the City made a condribution in
excess of the ARC in the amount of $108,300 on June 30, 2006. On July 3, 2006 the City made its full annually
required contribution of $162,000 as well as an additional $7,000 contribution in excess of the ARC for fiscal year
2007 and on July 1, 2007, the City made its full annually required confribution of. $137,700 as well as an additional
$27,300 contribution in excess of the ARC for fiscal year 2008. The final installment of $125,000 of real property
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collateral was returned to the City on November'g, 2007,

The annual required contributions for fiscal years 2005, 2008, and 2007 did not include ihe effecis of the Corbett
seffiement because the SDCERS' Board viewed ihese benefils as contingent (see section a. for a description of
the Corbett Settlement). Subsequent to those payments, the City determined that the Corbett Setflement liabilities
are not contingent. As a result, the ARC for financial reporting was restated from the original ARC calculated by
SDCERS' actuary to include Corbett Settlement liabilities. As a result, the City's NPO includes the effects of the
Corbett Settlement.

In September 2006, the City entered into a setflement of McGuigan v. City of San Diego {ihe “McGuigan
Setllement’) related to the underfunding by the City of the pension system. This agreement stipulated that the City
pay $173,000 plus interest on amounts outstanding o SDCERS over a period of 5 years. An additional

- requirement of the McGuigan Settlement is that the City provides SDCERS real property collateral fotaling
$100,000 (Non-Depreciable Capital Assets - Land). These amounts zre in addition to those required by the
Gleason Settlement and are to be refurned upon the full payment of the setllement.

As of the issuance of this report, the City has prowded the real property callateral in addition o approximately
"$115,400 of additional payments to SDCERS, in an attempt to meet the terms of the McGuigan Settlement. The
McGuigan Settlement was partially funded through the securitization of future tobacco revenue, fransfers of actual
tobacco revenue receipts, and additional employee “pick up” savings. Th|s contribution is further discussed in the
Funding Contracts: Union Agreements section above.

In January, 2606, the City reached a setilement on a separate civil action captioned: Newsome v. City of San

- Diego Retirement System, City of San Diego (the “Newsome Settlement™). As part of this settlemenl, the plaintiff
has agreed to dismiss the lawsuit if the City provides an additional $100,000 in funding over five years to
SDCERS or, the funding ratio of the City's retirement plan refurns to 82.3%. The amounts stipulated in the
Newsome settlement are in addition 1o the amount stipulated in the settlement of the McGuigan Settlement. Under
the Newsome Settiement, if the City does nof provide the additional funding, the plaintiff then has the right to re-
file the lawsuit after giving the City 60 days notice.

d. Funding Policy and Contribution Rates

City Charter Article IX Section 143 requires employees and employers to contribute to the retirement plan. The
Charter section, which was amended in fiscal year 2005, stipulates thal funding obligations of the City shall be
determined by the Board of SDCERS and are not subject to modification by the City. The section also stipulates
that under no circumstances, may the City and Board enter into any multi-year funding agreements that delay full
funding of the retirement plan. The Charter requires that employer contributions be substantially equal to
employee contributions {SDCERS' legal counsel has opined that this requirement applies to the normal cost
contribution only}. Pursuant to the Charter, City employer confribution rates, adjusted for payment at the
beginning of the year, are actuarially determined rates and are expressed as a fixed annual required contribution
as well as percentages of annual covered payroll. The entire expense of SDCERS' administration is charged
against the earnings and plan assels of SDCERS. '
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The following table shows the City's contribution rates for fiscal year 2006, based on the valuation ending June
30, 2004, expressed as percentages of active payroll

gmployer Contribution Rates

. General Members Safety Members
Normal Cost* 10.74% 19.21%
Amortization Payment® . 10.38% 21.76%
Normal Cost Adjusted for Amortization Payment 21.13% 40.87%
City Contribution Rates Adjusted for Payment at the
Beginning of the Year . ) 20.33% 39.42%

* Rates ssume that contribufions are made uniformiy during the Plan year.

Normal Cost = The acluarial present value of pension plan benefils akiocated to the current year by the actuarial cost
method,

Amorlization Payment = That portion of the pension plan contribution which is da5|gned lo pay interesi on and {0
amontize the unfunded actuarial accrueg liability.

Members are required to contribute a percentage of their annual salary to the Plan on a biweekly basis. Rates
vary according to entry age. For fiscal year 2006, the City employee contribution rates as a percentage of annual
covered payroll, averaged 10.57% for general members and 12.88% for safety members. A portion of the
employee’s share, depending on the employee’s member cfass, is paid by the City. The amount paid by the City
ranges from 4.61% to 7.61% of covered payroll for general members. Of this; 1.6% came from the retirement
fund employee rate reserve, and the remainder of the pick up was paid by the City. The rate for safety plan
members ranges from 7.47% to 7.71%. Of this, 2.7% came from the retirement fund employee rate reserve and
the remainder of the pick up was paid by the City. On June 30, 2006, the employee rate reserve was depleted,
after which employees began to pay for the difference. Al future employee contributions paid by the City will be
made from the City's operating budget. The amount paid on behalf of the employees has been renegotiated
through the meet and confer process and reduced the amount of the emplayee contribution paid for by the City.
In accordance with agreements with the |abor unions, any and all savings reallzed by these agreements must be
set aside and ultimately leveraged to seduce the pension system’s UAAL.

" Under SCMC Sectlons 24,1501 and 24.1502, an annual calculai |on is required to determine the Annual Realized
Investment Eamings (‘Realized Eamings”) of SDCERS' pension assets. In accordance with these SDMC
sections, an annuat distribution of these Realized Earnings, in priotity order, takes place. The Realized Eamings
are distributed to various SDCERS system reserves, SDCERS budget, and contingent benefits. The order of
distribution and a more detailed discussion of each distribution follows: First, realized earnings are used lo credit
interest, at a rate determined by the SDCERS Board, which is currently 8%, to the Employer and Employee
Confribution Reserves (these reserves increase Plan assets to fund the Plan liabilities for defined benefits), and

“Deferred Retirement Option Pian ("DROP"} member accounts as well as iunding the SDCERS Annual Budget
(DROP and Budget disbursements decrease Plan assets). If eamings still remain, they are distributed for
supplemental or contingent payments or transfers to reserves. These items include in a priority order: 1) Annual
Supplement Benefit Payment (*13th Check”) paid to retirees generally equal to approximately $30 (whole dollars)
times the number of years of employment and paid only when there are sufficient annual Realized Eamings. 2)
Corbetl Settlernent Payment paid to retirees who terminated employment prior to July 1, 2000 {In spite of costs
being included in the ARC for the Actuarial Valuation dated June 30, 2008), Corbett Settlement payments not paid
in any one year accrue to the next year and remain an obligation of SDCERS until paid). 3} Crediting interest to
the Reserve for Supplemental Cost of Living Adjustment ("COLA™. After the above noted distribution, any
remaining Realized Earnings are transferred to the Employer Contribution Reserve which increases system
assets. Beginning in fiscal year 2008 actuarial valuation, the liabilities related to the 130 Check and Corbett
Setilement Payments are included in the calculation of actuarial liabilities and are reflected in the ARC.

Paying subblemental or contingent payments out of Realized Earnings decreases system assets, This has the

effect of increasing the UAAL and thereby decreasing the funded ratio. Another related impact is on the net return
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on system assets which is negalively impacted when eamings are diverted from system assets. The City
recognizes SDMC Section 24.1502's negative impacl to the UAAL and funded ratio; however, in order to eliminate
the use of surplus undistributed eamings as described above, changes te the municipal code are necessary. To
dale these changes have not been codified as the result of disagreements over the effect Municipal Code

‘amendments proposed by the City Attorney will have on benefits and whether such amendments are compliant

with previous legal settlements.

Beginning in fiscal year 2005 when the reserve fund for.healthcare benefits was dep!eléd, the City funded ihe
remaining retiree health benefits expense for fiscal year 2005 and the expenses for fiscal vears 2006 and 2007 by
transferring from the general and non-general funds into the retiree healthcare trust fund (discussed further in
Note 13).

In Novenber 2004, voters changed the City Charter and the mix of Board members requiring that a majority of the
Board be independent of the City. Also, the Charter now requires that a 15-year amortization period be used for
the UAAL beginning in fiscal year 2009; however, the SDCERS Board, in conjunction with the actuary, is currently
using a 20-year amortization period with no negative amortization and has taken the position that it is legally
responsible for establishing the valuation parameters, including the amortization period, Given the size of the
City's current Unfunded Actuarially Accrued Liability, a change to a 15-year amortization schedule could have a,
significant impact on future annually required confributions. In the fiscal year 2006 valuation, the use of a 15-year
amortization assumption would have increased the ARC by approximately 21%.

Annual Pension Cost and Net Pension Obligation

Annual Pension Costs

The normal cost (i.e. the actuarial present value of pension plan benefits allocated fo the current year) and the
UAAL amortization cost {i.e. the portion of the pension plan payment designed to amortize the UAAL) were
determined using the Projected Unit Credit (PUC) actuarial funding method. The following are the principal
actuarial assumptions used for the 2004 valuation {additional assumphons were used regarding a variety of other
factors): : )

An B.0% investment rate of return, net of administrafive expenses.”™

Projected salary increases of at teast 4.75% per year.™

An assumed annual cost-of-living adjustment that is generally 2% per annum and compounded. In
addition, there is a closed group of special safety officers whose annual adjustment is equal to inflation
(4.25% per year).

e T e

{a
b
{

¢

=*Both {a) and (b) included an inflation rate of 4.25%.

The actuarial value of dssets was determined using techniques that smooth the effects of short-term volatility in
the market value of investments over a five-year period. In fiscal year 2007, the SDCERS Board approved the
decision to begin the implementation of the actuary's recommendation fo adopt a different asset smoothing
method by marking the actuarial value of assets to market value in the fiscal year 2006 actvarial valuation. The
method used by the actuary in fiscal year 2005 was not a commonly used method. The expected asset value
assel smoothing methed will commence with the fiscal year 2007 valuation. The UAAL for funding purposes,
pursuant to the Gleason Settlement, is being amorlized over a fixed 30-year period for the fiscal years 2006,
2007, and 2008. As of June 30, 2004, the valuation year used to compute the fiscal year 2006 annually required
contribution, there were 29 years remaining in the amortization period. For valuations effective June 30 2008,
SDCERS' Board of Administration decided o use a 20-year amortization schedule. Beginning with the valuation
dated June 30, 2007, the normal cost and UAAL amortization cost will be determined using the Eniry Age Normal
actuarial method, the result of which will cause the UAAL ta increase by $252,200 in fiscal year 2009, :
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The foliowing table shows the City's annual pension cost ("APC”} and the percentage of APC contributed for the
fiscal year ended June 30, 2006 and two preceding years (in thousands):

Fiscal Year Ended Percentage .
June 30 APC Contributed Net Pension Cbligation
2004 $ 138,488 49.83% $ 232,536
2005 178,743 67.92% 290,190

2008 175.87% 154.28% . 194,720

Net Pension Obligation

Net Pension Obligaticn (NPO) is the cumulative difference, since the effective date of GASB 27 (fiscal year 1998),

between the annual pension cost and the employer’s contributions to the Plan. This includes the pension liability

at transition {beginning pension liability} and excludes short term differences and unpaid contributions that have

been converled to pension-related debi. As of June 30, 2006, the City's NPO is approximately $194,700 and is
teported in accordance with GASB 27. See table above.

The change to NPO is derived by first calculating the City's Annual Required Confribution (*ARC"). The ARC is
calculated by actuarially determining the cost of pension benefits accrued during the year {normal cost) and
adding to that the annual amount needed-to amortize the UAAL (amortizalion cost) as reported by the actuary, in
accordance with the amortization period and method selected. The ARC is ihen increased by interest accruing on
- any outstanding NPO (NPO Interest) and then reduced by the amortization of the UAAL that is related to the NPO

{ARC Adjustment), ‘
The following shows the calculation for NPO based on the actuarial information provided to the City {in
thousands):

ARC {Fiscal Year 2006] : $ 170,072

Contributions [Fiscal Year 2006} ' {271,349)

Interest on NPO : ' 23,228

ARC Adjustment _ : (17,421}

Change in NPO - _ (85,470)

NPO Beginning of Year [Flscal Year 2005] 290,190

NPO End of Year [Fiscal Year 2006) 3 194 720

NPO Components related to Retiree Health

The City's annual coniribution to SDCERS pension trust fund, for the fiscal years ended June 30, 2005, 2004, and
2003, included amounts that were contributed to the 401(h) Fund for healthcare benefits and are reporied net of
this contribution.  Annual realized eamnings, as determined by the SDMC Sections 24.1501 and 24.1502, in the
pension trust fund were withdrawn and used to offset the portion of the City's contribution that went to healthcare
benefits instead of being retained in the pension trust fund. This funding mechanism is a violation of the Intemal
Revenue Code {IRC) Seclion 401(a). SDCERS hired counse! to make a filing to the RS te correct this
operational failure and potential IRC violation, (See Centingencies Note 18 for additional disclosures). The
amounts paid from the pension trust fund for healthcare benefits were approximately $7,900 in fiscal year 2005,
$12,800 in fiscal year 2004, and $11,500 in fiscat year 2003. These payments have been removed from the City
confribution amounts and resulted in an increase to the City’s NPO. The cumulative impact to the Cify's NPO
related to the diversion of assets to fund retiree heatth is approximately $77,100. The City's confribution related to
retiree health for the fiscal year 2006 was placed in a Retiree Health Trust Fund which is paid from the City's
operating funds. (See Other Post Employment Benefits Note 13 for further details.}

NPO Components related to Employee Offset Liabilities

In fiscal year 1998, the City set aside $37,800 in funds from the pension trust fund’s undistributed eamings to fund
the Employee Contribution Rate Reserve, and in accordance with SDMC §24.1502, annually added 8% interest
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earnings to this reserve. This employee contribution reserve was to pay for the City's share (pick up) of the
employee’s retirement confribution. The amount of NPO related to the employee offset as of June 30, 2006 is
$34,900. This reserve was depleted in fiscal year 2006, As noled in the Funding Contracts: Union Agreements
section above, the agreements with labor unions resulted in the reduction of City “pick-up” of the employee
pension contribution, followed by employees paying for the contribution upon depletion of the reserve.

NPQ Components related to Corbett Settlement and Subsequent Benefit Increases

The City is amorlizing the unfunded liability incurred as a result of the benefit increases pursuant to the Corbett
Setttement. The City interprets GASB 27 to require that the amorfization methods used in catculating funding for
the Plan {o be consisient with the method used fo calculate Plan expense. Thus, the previous amortization
method of 40 years open for expensing plan costs was found to be incorreci. The impact on the NPO related fo
Corbett as of June 30, 2006 is approximately $27,600.

NPO Components related to the Under Funding of Plan Contributions

As a result of the MP-1 and MP-2 funding contracis, the City's contributions for fiscal years 1996-2003 were less
than the annual required contribution as determined by the actuary. The impact on the NPO related to the under
funding of plan contributions as of June 30, 2006 is approximately $55,120.

f.  Actions taken on behalf of the City to address Pension Liability aﬁd Net Pension Obligation

As part of the agreements with the labor unions, several benefits were altered or eliminated for all employees
hired on or after July 1, 2005, including the Deferred Retirement Option Plan {DROP), the 13" Check, the option

to purchase years of service credits (“air-time™), and retiree healihcare benefits; however, the refirement formula
generally remains 2.5% at 55 for general members and 3.0% at 50 for safety members. Also for employees hired
on or after July 1, 2005, it was agreed to establish a trust vehicle for a defined contribution plan to fund and
determine retiree medical benefits. As of the issuance of this report, the employer/employee contributions for
such a plan have not been determined. The City has consolidated health care options to help manage the cost of
health care for both current and retired employees, and as part of the agreements with the labor unions, the new
-definition of “health-eligible retiree” states thal employees must have 10 years of service with the Cily 1o receive .
100% of the retiree health benefit and five years of service to receive 50% of the retiree health benefit.

In June 2006, the amount from labor concessions that was commitied to address the pension’s unfunded liability
was $17,500 {general fund and non-general fund). The City has contributed $115,300 through the securitization
of future tobacco revenue, transfers of actual tobacco revenue receipts, and additional employee “pick up®
savings. This contribution is the same as that discussed in the Funding Contracts: Union Agreements section
discussed prewously The contribution has created a reduction in the NPO in'fiscal year 2006. The City is also
exploring other financing options as a means fo eliminate its NPO and UAAL.

DEFINED CONTRIBUTION PLANS

a.  Supplemental Pensidn Savings Plan - City

Pursuant {o the City's withdrawal from the Federal Social Security System effective January 8, 1982, the City.
established the Supplemental Pension Savings Plan (“SPSP"). Pursuant to the Federal Gevernment’s mandate of
a Social Security Medicare tax for all employees not covered by Social Security hired on or after Aprit 1, 1986, the
City established the Supplemental Pension Savings Plan-Medicare {"SPSP-M"). The SPSP and SPSP-M Plans
were merged into a single plan (*SPSP”) on November 12, 2004 for administrative simplification, without a change
in benefits, Pursuant to the reguirements of the Omnibus Budget Reconciliation Act of 1990 ("OBRA-80"}
requiring employee coverage under a refirement system in lieu of coverage under the Federat Insurance
Contributions Act ('FICA") effective July 1, 1991, the City established the Supplemental Pension Savings Plan-
Hourly (*SPSP-H". These supplemental plans are defined contribution plans administered by Wachovia
Corporation to provide pension benefits for eligible employees. There are no plan members who belong to an
entity other than the City. In a defined contribution plan, benefits depend solely on amounis contributed to the plan
plus investment eamings, less investment losses. The City's general retirement members and lifeguard members
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of the City’s safety retirement members participate in the plan. Eligible employees may participate from the date of
employment.

The following table details plan parficipation as of June 30, 2006:

Plan Paiticipants
SPSP 8,672
SPSP-H C 4173

The SPSP Plan requires that both the employee and the City contribute an amount equal fo 3% of the employee's
lotal salary each pay period. Participants in the Plan hired before July 1, 1886 may voluntarily contribute up to an
additional 4.5% and participants hired on or after July 1, 1986 may voluntarily contribute up to an additional 3.05%
of total salary, with the City matching each. Hourly employees contribute 3.75% on a mandatory baS[S which is
also matched by City contribufions.

Under the SPSP Plan, the City's contributions for each employee (and interest allocated to the employee's
account) are fully vested after five years of continuous service at a rale of 20% for each year of service. Hourly
employees are immediately 100% vested. The unvested portion of City contributions and interest forfeited by
employees who leave employment before five years of service are used to reduce the City's cost. :

In fiscal year 2006, the City and the covered empioyees contributed approximately $24,622 and $25,528,
respectively. As of June 30, 2008, the fair valug of plan assels iotaled approximately $478,984. SPSP is
considered part of the City of San Diego's financial reporting entity and is reported as a pension and employee
savings trust fund.

b.  401{k)} Plan - City

The City established a 401(k) Plan -effective July 1, 1985. The 401(k) Plan is a defined contribution plan
administered by Wachovia Corporation fo provide pension benefits for eligible employees. Employees are eligible
to participaie from date of employment. Employees make contributions to their 401(k} Plan accounts through
payroll deductions, and may also elect to.confribute to their 404{k) account throtigh the City's Employees’ Flexible
Benefils Program.

The employees’ 401(k) contributions are based on IRS calendar year limits. Employees contributed approximately
$26.870 during the fiscal year ended June 30, 2006. There is no City contribution towards the 401(k} Plan.

As of June 30, 2006, the fair value of plan aséets totaled approximately $166,385. The 401(k) Plan is considered
part of the City's financial reporting entity and is reported as a pension and employee savings trust fund.

¢. Pension Plan - Centre City Development Corporation (CCDC)

CCDC has a Money Purchase Pension Plan covering all full-time permanent employees {the *CCDC Plan"). The
CCDC Plan is a defined confribution plan under which benefits depend solely en amounis contributed to the plan
plus investment earnings. Employees are efigible to participate on the first day of the month following 90 days
after their date of employment. During each year, CCDC confributes semi-monthly an amount equal io 8% of the
total quarterty compensation for all employees. CCBC's contnbuhons for each employee are fully vested after six
years of continucus service. CCDC's total payroll in fiscal year 2006 was approximately $3,647. CCDC
contributions were calculated using the base salary amount of approximately $3,262. CCDC made the required
8% contribution amounting to approximately $261 (net of forfeitures) for fiscal year 2006.

In addition, CCDC has a Tax Deferred Annuity Plan covering current and previols eligible employees. The CCDC
Plan is a defined contribution plan under which benefits depend solely on amounts contributed to the plan by the-
employer and the employees, plus investment eamings. Employees are eligible to participate on the first day of
the month following 90 days after their -date of employment. During each plan year, CCDC contributes semi-
monthly an amount equal 1o 16% of the total semi-monthly compensation for eligible employees. This amount
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“includes a 3% increase irom the prior year as approved by the Board of Direclors on August 13, 2003, CCDC's
contributions for each employse are fully vested at time of contribution. The Tax Deferred Annuity Plan includes
amounts deposited by employees prior to CCDC becoming a contributor to the CCDC Plan. CCDC made the
required 16% contribution amounting to appronma{ely $516 for fiscal year 2008. ,

The fiduciary responsibilities of CCDC consist of making contributions and rernlmng depos i#s collecled. The City
does not hold these assets in a trustee or agency capacity for CCDC; theréfore, these assets are not reported
within the City's basic financial statements, '

d. Pension Plén - San Dieqo Convention Center Corporation (SDCCC)

SDCCC’'s Money Purchase Pension Plan (the “SDCCC Plan") became effective January 1, 1886. The SDCCC
Plan is a qualified defined contribution plan and as such, benefits depend on amounts contributed to the SDCCC
Plan plus investment eamings less allowable plan expenses. The SDCCC Plan covers employees not otherwise
entitled {0 a retirement/pensidn plan provided through a coliective bargaining unit agreement. Employees are
gligible at the earlier of the date on which they complete six months of continuous full-fime service, or the twelve-
month pariod beginning-on the hire date (or any subsequent Plan year) during which they complete 1,000 hours of
service.

A plan year is defined as a calendar year. SDCCC's balance for each eligible employee is vested gradually over
five years of continuing service with an eligible employee becoming fully vested after five years. Forfeitures and -
SDCCC Plan expenses are allocated in accordance with Plan provisions. A trustee bank hoids the SDCCC Plan
assets, The City does not act in a trustee or agency capacity forthe SDCCC plan; therefore, these assets are not
reported within the City's basic financial statements.

For the year ended June '30, 2008, pension expenditures for the SDCCC Plan amounted to $1,223. SDCCC
records pension expenditures during the fiscal year based upon estimated covered compensation.

e. Pension Plan - San Dieqo Data Processing Corporation (SDDPC).

SDDPC has accrued and set aside funds in @ money market account fo provide employees who transferred from-
the City to SDDPC with retirement benefits approximately equal to those under the City's retirement plan. As of
June 30, 2008, the balance in the account was $133.

The balance at June 30, 2006 consisied of the totat estimated Ilablllty plus interest earned on the account since its
-~ establishment in fiscal year 1991,

In addition, SDDPC has in effect a Money Purchase Pension Plan {the "SDDPC Plan”) covering substantially al
employees. The SDDPC Plan is a defined contribution ptan, wherein benefits depend solely on amounts
contributed to the plan plus investment eamings. Employees are eligible to participate from the date of
employment. During each plan year, SDDPC coniributes monthly an amount equal to 20% of the total manthly
compensation for all employees. SDDPC contributions for each employee are fully vested after four years of
continuing service. The City does not act in a trustee or agency capacity for the SCDPC- Plan; therefore, these
assets are not reported within the City's basic financial statements. SDDPC’s total payroll in fiscal year 2006 was
approximately $17,686. As all employees are substantially covered, SDDPC contributions were calculated using
this base salary amount, SDDPC made the required 20% contribution, amounting to approximately $3,527,

f.  Pension Plan - San D‘iego Housing Commission (SDHC}

SDHC provides pension benefits for alf its full-time employees through a defined contribution plan {the “SDHC
- Plan”). In a defined contribution plan, benefits depend solely on amounts contribuied to the plan plus investment
earnings. Employees are eligible to pariicipate on the first day of their employment. SDHC's contributions for
each employee (and interest allocated to the employee’s account) are fully vested after four years of continuous
service, SDHC's contributions for, and interest forfeited by, employees who leave employment before four years
of service are used to reduce the SDHC's current-period contribution requirement. SDHC's covered payrall in
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fiscal year 2006 was approximately $11,062. SDHC made the required 14% contribution, amounting to
approximately $1,549 for fiscal year 2006. The City does not act in a trustee or agency capacity for the SDHC
Plan; therefore, these assets are not reported W|th|n the City’s basic financial statements.

g. Pension Plan - Southeastern Development Corporation {SEDC)

SEDC has an optional Simplified Employee Pension Plan covering all full-time permanent employees (the "SEDC
Plan™. The SEDC Plan is a defined contribution plan administered by Morgan Stanley Dean Witter. Under
seclion 212 of the SEDC Employee Handbook, employees are eligible to participate six months after their date of
employment, and SEDC contributes a monthly amount equal to 12% of the employees’ base salary, or 15% of
management employees' base salary. Such contributions are fully vested upon contribution. SEDC's total payroll
in fiscal year 2006 was approximately $1,034. SEDC contributions were calculated using the base salary amount
of approximately $345. SEDC made the required contribution, amounting to approximately $126 for fiscal year
2006, SEDE Plan members contributed an additicnal $7.5. '
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13. OTHER POST EMPLOYMENT BENEF[TS (In Thousands)

a. Plan Des¢ription

The City provides certain healthcare benefits to a variety of retired employees through SDCERS, as provided for
in San Diego Municipal Code (SDMC) SDMC Sections 24,4201 through 24,1204, Currenily, the benefils are
primarily for health-eligible retirees who were actively employed on or after October 5, 1980 and were otherwise
entitled to retirement allowances. Health eligible retirees can obtain health insurance coverage with the plan of
their choice, including any City-sponsored, union-sponsored, or privately-secured health plan. In fiscal year 2008,
health eligible refirees who are also eligible for Medicare are enlitled to receive reimbursement/payment of -
healthcare premiums, limited fo approximately $6.8 per year, in addition to reimbursement/payment for Medicare
Pari B premiums, limited to approximately $1.0 per year. Health eligible retirees who are not eligible for Medicare
are entitled to receive reimbursement/payment of healthcare premiums, limited to approximately $7.2 per year.

Non-health-eligible employees who retired or terminated prior to October 6, 1980 or employees who were hired
after July t, 2005, and who are otherwise eligible for retirement allowances, are also eligible for
reimbursement/payment of healthcare benefits, limited to a total of $1.2 per year.

b.  Contributions

Expenses for post-employment healthcare benefits were paid for on & pay-as-you-go basis through fiscal year
2007. In fiscal year 2006, approximately 4,100 retirees received either City paid insurance or were reimbursed for
other health insurance costs incurred amounting to approximately $24,100. Approximately $17,400 was paid by
the City and approximately $6,400 was paid by retirees for beneficiary health benefits. Remaining refiree
healthcare expenditures of approximately $300 were accrued by the City and paid for in fiscal year 2007. These
contributions were placed.into a trust fund called the Retiree Health Trust Fund, and all refiree healthcare
expenses are paid directly from this fund by SCCERS. The City is currently implementing a plan to easure that
sufficient resources are available in the Retiree Health Trust Fund to pay for retiree healthcare expenses in future
periods.

In July 2004, GASB issued GASB 45, Accounting and Financial Reporting by Employers for Pos! Employment
Benefits Other Than Pensions {OPEB), which establishes standards for the measurement, recognition, and
display of OPEB expensefexpenditures and related liabilities, note disclosures, and, if applicable, required
supplementary information in the financial statements. The City will implement GASB 45 in the financial
statements for the fiscal year ending June 30, 2008. in preparation to meet the requirements of GASE 45, the
City entered info an agreement on January 18, 2008 to pre-fund expenses related to post-employment healthcare
benefits. The pian, administered by CalPERS, requires the City to pre-fund the plan in an amount not less than
$5,000; however, the City intends to pay an amount not tess than 50% of the Annual Required Contribution, as-
calculaled by an actuary of the City's choice. Post-employment healthcare actuariat accrued fiability and any
unfunded actuarial accrued liability will be reperted in the required supptemental information in a manner similar to
_pension obligations.
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14. {INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS (In Thousands)

Interfund Working Capital Advance (WCA) balances are the result of loans between funds that are expected o be
repaid in excess of one year. The majority of the advances, $4,114, are advances from the HUD Section 108 and NTC
Section 108 grant funds fo the Redevelopment Agency. Interfund WCA balances at June 30, 2006 are as follows:

Benefiting Fund (Payable)

Contributing Fund NonMajor

(Receivable) . General Fund Governmental Tolal
General Fund 3 - % o3 3 " 300
NanMajor Gavernmental - 4414 4414
Sewer Utility R - : 341
Water Utility 644 - 644
Total _ $ 985 § 4714 % 5,699

interfund receivable and payable balances are the result of loans between funds that are expected to be repaid during
the next fiscal year. The majority of these short-term loans, approximately $21,000, represents General Fund, TOT
fund, and Transnet fund loans to expenditure-driven grant funds that have temporary cash shortfalls, pending
reimbursement from the Federal Government and the State. Interfund.receivable/payable balances at June 30, 2006
are as follows:- ’

Benefitting Fund (Payable)

‘ Nonmajor
Contributing Fund (Receivable) Governmental
General Fund - : $ 6,060
Nonmajor Governmental - 15,364
Nonmajor Enterprise 3,388
Total § 24,823

The Water Utiliiy Fund has an interfund loan receivable of $2,386 and inferfund inferest receivable of $773, and the
Capital Outlay Fund has a correspénding interfund loan payable of $2,386 and interfund interest payable of $773, for a
loan agreement in which the Water Utiiity financed a land acquisition for the government. This land held for resafe in
the Capital Outiay Fund was sold to the Redevelopment Agency on October 16, 2006, The purchase price of the land
was $6,380, of which $3,191 (which includes accrued interest) will be repaid.to the Water Utility Fund and the
remainder will be placed in the Capital Outlay Fund.

The Sewer Uity Fund has an interfund loan receivable of $3,487, and the Black Mountain Ranch Facililies Benefit ‘
Assessment Fund, a capital projects fund, has a corresponding interfund payable of $3,487 for advanced Facilities
Benefit Assessment {FBA) project funding. The Sewer Fund agreed to finance the Carmet Valley Trunk Sewer project
lc facilitate earlier construction, of which a portion was deemed the responsibility of the Carmel Valley area developers
and is intended to be reimbursed in fiscal year 2010 from FBA Fund assessment revenue.
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Interfund transfers result from the transfer of assets without the expeclation of repayment,
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Transfers are most
commonly used to (1) move revenues from the fund in which il is legally required to collect them info the fund which is
legally required to expend them, including Transient Gecupancy Tax (TOT), Storm Drain, and TransNet funds collected

in said funds but legally spent within the General Fund, (2) utilize unrestricted revenues collected in the General Fund
to finance various programs accounted for in other funds, in accordance with budgetary authorizations, and (3) move
tax revenues collected in the special revenue funds to capital projects and debt service funds to pay for the capital

projects and debt service needs during the fiscal year.

Interfund transfer balances at June 30, 2006 are as fgllows:

Benefiing Fund
NonMajor NonMajor Capital Asset
Contibutng Fund GeneralFund ~ Governmenial  Sewer Uty Water Uiikty Enterprise Intemal Service Transkers Total
General Fund § § 0 OnME 5 -8 § M8 §onm
NonMajor Govemmental 71672 857 967 56 .77
Sewer Utikty 1692 147 266 2185
Viater Uichty - 499 1568 L] 1639
NonMaiot Enterprise - 1685 558 0 10 1354
Internal Senvice 1304 R 451 byl el b3 kil
Tol §oOoME S MMM TS 8 I s e 8 i 8 TR S -ana
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" 18 RISK MANAGEMENT (In Thousands)

The City is exposed 1o various risks of loss related to torts; theft of, damage o and destruction of assets; errors and
amissions; injuries to employees; and natural disasters. The City has established various self-insurance programs and
maintains contracts with various insurance companies to manage excessive risks.

The City participates in an excess liability insurance policy in collaboration with a statewide joint powers authority risk
pool, the California State Association of Counties-Excess Insurance Authority (CSAC-EIA) whereby the City pays the
first $1,000 per occurrence. Effective July 2003, the City's excess liability insurance coverage was obtained through a
sister joint powers risk pool, Califarnia Public Entity insurance Authority {CPEIA)} for amounts up to $50,000 per
occurrence in excess of a $2,000 self-insured retention.  On October 1, 2007, the City's self-insurance retention
amount increased {0 $5,000. '

The City offers a cafeteria-style flexible benefits plan. This plan requires employees to choose a health and life
insurance plan and also gives employees the option of obtaining dental insurance, vision insurance, or catastrophic
care insurance. Employees can place remaining flexible benefit dollars into IRS qualified dentalimedical/vision and
childcare reimbursement accounts, into their 401{k), andfor take as cash. - '

The City is self-insured for workers’ compensation and long-term disability {LTD). All operating funds of the City
participate in both these programs and make payments to the Self Insurance Fund. Each fund conributes an amount
equal to a specified rate multiplied by the gross salaries of the fund. These payments are treated as operating
expenditures in the contributing funds and operating revenues in the Self insurance Fund.

Public liability, workers’ compensétion, and long-term disability esiimated liabilifies as of June 30, 2006 are determined
based on results of independent actuarial evaluations and include amounts for claims incurred but not reported and
adjustment expenses. Claims liabilities are calculated considering the effects of inflation, recent claim settiement
trends including frequency and amount of payouté, and other economic and social factors. Estimated liabilities for
public liability ctaims have been recorded in the Self Insurance Fund, Sewer Utility Fund, and Water Utility Fund,

A recongciliation of total liability claims, for all three funds, showing current and prior year activily is presented below:

Workers' Comp &

. , Public Liabiity Long-Term Disability Total
 Balance, July 1, 2004 $ 01861 § 150302 252163

Claims and Changes in Estimates ' 24,896 - 40037 . §5,033
Claim Payments (24,508) (25,933) {51,441)

Balance, June 30, 2005 102,349 163,406 265,755
Claims and Changés in Estimates 11,623 _ 28,832 40,456
Claim Payments - (28,563) (24,786) (53,349)

Balance, June 30, 2006 b3 85,408 3 167 452 $ 252 861

The City also participates in the joint purchase of its first party property insurance including all-risk, flood, hoiler and
machinery and business interruption coverages through the CSAC-EIA pool. Earthcjuake coverage is purchased
separately through the-pool. The joint purchase of the City's “all risk™ property insurance, insuring approximately
$2,000,000 in value of City property and assets, provides coverage for losses to City property up to approximately
$400 per occurrence, subject to a $25 deductible. This limit includes coverage for business interruption losses for
designated lease-financed locations. There is no sharing of limits among the City and member counties of the CSAC-
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ElA pool, unless the City and member counties are mutu'ally subject to the same loss. Limits and coverages may be
adjusled periodically in response to requirements of bond financed projects, acquisitions, and in response o changes
in the insurance marketplace.

Earthquake coverage is provided for designated buildings/structures and certain designated City lease financed
locations in the amount of $60,000 including coverage for business' interruption caused by earthquake at certain
designated locations. Earthquake coverage is subject to a deductible of 5% of total values per unit per occurrence,
subject to 2 $100 minimum: The City's earthquake coverage is purchased jointly and shared with the member counties
in the CSAC-EIA pool. Due to the potential for geographically cancentrated earthquake losses, the CSAC-EIA pool is
geographically diverse to minimize any potential sharing of coverage-in the case of an individual earthquake
occurrence. Depending upon the avaitability and affordability of such earthquake insurance, the City may elect not to
purchase such coverage in the future, or the City may elect to increase the deductible or reduce the coverage from
present levels. ' ‘

" The City is a public agency subject to liability for the dishonest acts and negligent acts or omissions of its officers and
employees acting within the scope of their duty (‘employee dishonesty" and “faithful performance”). The City
participates in the joint purchase of insurance covering employee dishonesty and faithful performance through the
CSAC-EIA pool. Coverage is provided in the amount of $10,000 per occurrence subject fo a $25 deductible.

During the year reported hereon, there were no significant reductions in insurance coverage from the prior year. For
each of the past three fiscal years, the settlements have not exceeded insurance coverage.

See Contingencies, Note 18, for additional informatioh.

16. FUND BALANCE / NET ASSETS DEFICIT (In Thousands)

The Grants Fund and the Capital Outlay Fund have net deficits of approximaiely ($30,082) and {318,453), respectively,
due to the large number of reimbursement grants accounted for within these funds. With reimbursement grants, the
resources remain the properiy of the graﬁtor until allowable costs are incurred.- The grants revenues are recognized as
soon as all eligibility criteria have been met and the amounts become available. This results in a deficit fund balance in
these funds.

The Seif Insurance Fund has a net deficit of approximately {$168,494), which represents unfunded estimated claims
and claim settlements related to Public Liability, Workers' Compensation, and Long-Term Disability. It is anticipated
that individual claim settlements will be funded through future user charges subsequent to the fiing of a claim and prior
fo its settlement. In addition to user charges, in January 2008, the Mayor's office presented a five-year financial
outlook to the City Council that outlines a proposal to fund the Seif Insurance Fund by contributing an additional $5,000
io the Public Liability Reserves in fiscal year 2008.

Publishing Services has a net deficit of ($249), due to a decline in work prbduclion, and outdated pricing for services

which are not fully cost recoverable. X
/

The Retiree Health Trust Fund has a net deficit of approximately ($280), due to an accrual of adminisirative expenses
paid in fiscal year 2007. The City is currenfly implementing a plan to ensure that sufficient resources are available in
the Retiree Heatth Trust Fund to pay for retiree healthcare expenses in future periods, '
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17.

COMMITMENTS {in Thousands)

As of June 30, 2006, the City's business-typé-activities contractual commitments are as follows:

Alrporis : § 803
Environmental Services , : 2835
Sewer Utlity . 57417
Water Utility ' 47116
Other 3623

Total Contractual Commitments . $ 112,484

The contractual commitments are to be financed with existing reserves and future service charges. In addition, the
Sewer and Water Utility Funds intend to finance the contractual commitments with existing reserves, future service
charges, and financing proceeds secured by system revenues. '

Consent Decree

On April 2, 2001, two environmental groups filed suit against the City alleging that the Municipal System's collection
system was deficient as a result of sewer spills from December 1996 to the time of the filing. The complaint sought
injunctive refief to prevent illegal discharges, a compliance schedule to upgrade the Municipal System's collection
system, and civil penalties of $27.5 per day for each day of a violation. The City contested the plaintiffs' claims.

The Environmental Protection Agency (EPA) and the State also filed suits against the City alleging the same collection
system violations, seeking unspecified penalties and injunclive relief for collection system improvements, All three’
cases were consolidated. On March 18, 2005, the City setiled the State lawsuit for $1,200. Of this totaf, $1,000
funded three supplemental environmental projects to benefil the local environment, and $200 was deposited in the

 State's Cleanup and Abatement Account.

The EPA, the City and the environmental groups reached an agreement on additional requirements to reduce sewer
spills, which are set forth in a Consent Decree {the ‘Consent Decree”). The Consent Decree requires increased sewer
spill response and fracking, increased root control, replacement or rehabilitation of 250 miles of pipeline, a canyon
economic angd environmental analysis, pump station and force main upgrades, and enlails court supervision of these
upgrades at least through June 2013. The estimated annual cost of this commitment is $108,000 per year in capital
projects and $47,000 per year in operational maintenance to the sewer system through the term of the seitlement;
however, the costs for bidding, constructing and completing the required work will fluctuate depending on variables
such as changes in the cost of materials and labor. No civit penalty payment was required, though stipulated penalties
ranging from $375 (in whole doftars) fo $20,000 (in whole doliars) per occurrence are included for subsequent
violations of the Consent Decree. The Consent Decree was approved by the Court on Qctober 9, 2007, setiling all
remaining issues in the case.

Sewer rate increases were approved ior the-next four vears to partially fund the obligations of the Consent Decree.
However, additional rate increases will be necessary (likely beginning in year 2011) 1o completely fund the Consent
Decree. As mentioned previously, the estimated annual cost is $108,000/year in capital projects and $47,000/year in
operations and mainienance. The City funds the Capital Projects in the Consent Decree through the issuance of notes
and bonds supported by the sewer syslem’s net system revenues. '
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California Depariment of Public Health Compliance QOrder

In 1994, the City of San Diego entered into a compliance agreement with the State of California Department of Public
Health ("DPH") with the approval of City Council, after the DPH Drinking Water Field Operations Branch conducied a
sanitary survey of the City's water system, This agreement required the City. to correct operational deficiencies and
begin necessary capital improvements. The City was notified in January of 1997 that it was not in compliance with this
agreement. Al that ime, the DPH issued a compliance order. The January 1887 Compliance Order was last amended
in May of 2007 (‘Amendment 11"}, and included additional items.that were not in the original Compliance Order. The
DPH Compliance Order will remain in effect until the required projects are completed.

Presently, the Water Depariment is meeting all of the requirements of the DPH Compliance Order, including the
ongoing obligation to provide DPH with quarterly progress reports. On February 26, 2007, the City authorized an
increase in water rates and charges to continue funding projects mandated in the DPH Compliance Order as well as
other Capital Improvement Program projects. In addition, on October 8, 2007, the City-authorized a second “pass-thru’
rate increase to account for the higher cost of water purchased from the San Diego County Water Authority. The pass-
thru rate increase took effect on January 1, 2008 and will help preserve the funds previously committed to DPH
Compliance Crder projects. , '

DPH has the authority to impose civil penatties if thie City fails to meet DPH Compliance Order deadlines, aithough

DPH has not imposed such penalties to date. Violation of the DPH Compliance Order may be subject to judicial action,

including civil penalties specified in California Health and Safely Code, Section 116725, Section 116725 penalties for

violating a schedule of compliance for a primary drinking water standard can go as high as $25 per day for each

violation; for violating other standards, such as turbidity, the penalties can reach $5 per day. Thére are a number of

additional enforcement tools prescribed by law, including mandatory water conservation, litigation and service
- gonnection moratoriums.

The costs for bidding, constructing and completing the required work will flucluaie depending on variables such as
changes in the cost of materials and labor. As of 2007, the Water Depariment's DPH Compliance Order project and
" DPH related project costs approximate: '

Total Prajects FY07 FY08-FY11  FY12-FY1g TQTAL
DPH & EPA Requirements $ 28292 § 345747 5 214877  § 588916
DPH Related Projects 4,614 137,191 315,245 457,050

These commitments are to be financed with existing net assets, present and fuiure revenues, and financing proceeds
secured by system revenues. :

Convention Center Dewatering

The City operates the San Diego Convention Center, located adjacent to San Diego Bay. The Convention Center
includes a subterranean parking garage, which is subject to infillration of water from the bay. This groundwater must
be continually pumped from the parking struciure o prevent it from being submerged. Approximately 500,000 gallons
of groundwaler is pumped daily from the parking structure and discharged into San Diego Bay. The City holds a
National Pollutant Discharge Elimination System (‘NPDES™) permit for the discharge, issued by the Regional Water
Quality Control Board {"RWQCB"). Failure to meet water quality standards set forth in the permit could subject the City
to fines and penatlties of up fo $25,000 (in whole dollars) per day.
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Monthly groundwater discharge sample results have not met the standards dictated by NPDES Permit No. CA0103029
{Order R9-2003-0050) since the end of calendar year 2005. This triggered the implementation of work to cease effiuent
violations within twenty seven months {(end of March 2008), pursuant to an order of the RWQCB.

To achieve compliance with groundwater discharge requirements, the City retained an engineering consultant in 2006
fo review all previous work and develop the most cost-effective engineering solution to achieve cempliance. The
consultant's final report was received in August 2007. A determination will be made as to which repart
recommendations will be implemented. Possibie solutions include constructing facilities to freat the groundwater
before it is discharged into the bay, or diverting the groundwater into the sewer system for treatment at an existing
plant. Costs for implementing the report’'s récommended potential solutions could range frem a one-time expense of
between $5,600 to $9,500, and annual operation and mafmenance'expenses of $528 to $793 per year. Funding o
implement any of the potential solutions is the responsibility of the City General Fund, though the San Diego Port
District, which owns the Cenvention Center praperty, may alsa be partially responsible.

The City of San Diego plans fo take necessary aétions lo achieve groundwater discharge NPDES compliance by the
end of March 2008. Upon compietion by the City of an action plan to address the groundwater discharge probtem and
the identification of required funding, the City plans to communicate with the Regional Water Quality Control Board
{“RWQCBE") on the final details of the plan. If compliance is nol achieved by March 2008, the Board could enact:
enforcement acticns against the City of San Diego.
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18. CONTINGENCIES (in Thousands)
FEDERAL AND STATE GRANTS

The City recognizes revenue grant monies received as reimbursement for costs incurred in cerain Federal and State
programs it administers, Aithough the County's Federal grant programs are audited in accordance with the requirements of
the Federal Single Audit Act of 1984, the Single Audit Act Amendments of 1996 and the related U.$. Office of Management
and Budget Circular A-133, these programs may be subject to financial and compliance audits by the reimbursing agencies.
The amounl, if any, of expenditures which may be disallowed by the granting agencies cannot be determined at this time.
The Single Audit for fiscal year 2004 was completed by Macias Gini & O'Connell LLP and has been received and filed by
the City Council. Macias Gini & C'Connelt LLP also completed the Single Audit for fiscat year 2008; however, this report
has not yet been received and filed by the City Council. Additionally, Macias Gini & O'Connell LLP is still in the process of
completing the Single Audit for fiscal year 2006.

Additionally, the local unit of the U.S. Department of Housing and Urban Deveiopment {HUD) has recently conducted an

“audit of the City's Community Development Block Grant {(CDBG) program. The overall cbjective of the audit 'was to
determine whether management complied with applicable laws, regulations, and requirements of HUD's CDBG program.
After review of the program, HUD determined that the City may not be in compliance with CFR 85.25. Specifically, HUD is
concerned with COBG loans o the Redevelopment Agancy, “Re-Loans”, and other program eligibility issues, The Office of
the Inspector General is currently conducting a preliminary review to determine if an additionalﬁaudit is required.

" CONTINUING DISCLOSURE OBLIGATIONS

The City, in connection with all bond offerings since the effective date (July 1995) of the continuing disclosure requirements
of SEC Rule 15¢2-12, has contraciually obligated itself to provide annual financial information, including audited financial
staternents, within certain specified time periods (generally nine.months) after the end of each fiscal year. The City
completed, and Council has received and filed, its financial statements for fiscal vear ended June 30, 2004 and June 30, .
2005. The City has not yet released its audited financial statements for the fiscal year ended June 30, 2007. Accordingly,
the City has not been able {0 timely satisfy its contraciual obligations io provide fo the national repositories audited financial
statements, or financial information and operating data derived from the financial statements. At the time of each deadline,
the City did, as required by its continuing disclosure contractual obligations, provide to the national repositories a notice of
the fatlure to file the audited annual financial statements information. '

REGULATORY AND OTHER INDEPENDENT INVESTIGATIONS .

In November 2008, the Securities and Exchange Commission (SEC) entered an Order sanctioning the City of San Diego for
committing securities fraud by failing o disclose, in 2002 and 2003, important information about its pension and retiree
health care obligations in connection with disclosures relating to the sale of its municipal bonds. To settle the action, the
-City agfeed to cease and desist from- future securities fraud violations and to retain an independent consultent for three
years to foster compliance with its disclosure obligations under the federal securities laws.

fn .issuing the Order, the SEC made the following determinations:

e The City failed to disclose that the City's unfunded tiabi!it'y to its pension plan was projected to increase to an estimated
$2 biliion at the beginning of fiscal year 2008, and that the City knew and failed to disclose that its health care fiability
would be in excess of $1.1 billion. {The information presented in the SDCERS actuarial valuation for the fiscal year
ended June 30, 2007, which will be incorporated in the City’s fiscal year 2009 financial statements, reported the
unfunded actuarial fiability to be $1.183 billion.)
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+ The City failed to disclose that it had been intentionally under-funding its pension obfigaiions so that it could increase
pension benefits but defer the costs, and that it would face severe difficulty funding its future pension and retiree -
healthcare obligations unless new revenues were abtained, pension and healthcare benefits were reduced, or City

~ services were reduced. :

«  The City knew or was reckless in not knowing that its disclosures were malerially misleading.
o The Order finds that the City made these misleading statements through three different means:

1. In the offering documents for five municipal offerings in 2002 and 2003 that raised over $260 million from °
investors. The offering documents containing the misleading stalements included the "official statements,”
which were infended to disclose material information to investors, and the "preliminary official statements,”
which were used to gauge investors' interest in a bond issuance.

2. The City made misleading stalements to the agencies thal gave the City its credit rating for its municipal bonds.

3. The City made misleading statements in its "confinuing disclosure statements,” which described the City's
financial condition and were provided by the City o the municipal securifies market with respect to prior City
bond offerings. '

The City consented to the issuance of the Order without admitting or denying the findings in the Order. The SEC's
investigation with respect to the misleading disclosures in the City's fiscal year 2002 and fiscal year 2003 financial
statements is ongoing as io individuals and other entities that may have violated the federal securities laws.

The SEC Order sanctioning the City of San Diego for committing securities fraud is availéb]e at, www.sec.qov

Prior to setlement with the SEC, the Cily engaged a number of firms to review the City's disclosure praclices and to
investigate potential illegal acts. In February 2004, the law firm of Vinson & Elkins LLP (VAE) was engaged to conduct a
review of the adequacy of the City's financial disclosure relating fo the pension fund in bond offerings from 1996 to 2002 and
to prepare a report on its findings. In September 2004, V&E released a report that ideniified a number of disclosure
deficiencies and made recommendations on how to remediate their causes. The report did not offer conclusions on the
culpability of individual members of the City's government,

Many of the recommendations contained in the V&E report were adopted by the City in Oclober 2004, However, the City's
previous accounting firm advised that the report did not provide a sufficient basis 1o conclude that all questions necessary to
the completion of the audit were sufficiently investigated and resolved in a manner that would permit the issuance of an
audit report. In response, the City engaged a professional consulting firm, Kroll Inc. and the law firm Willkie, Farr and
Gallagher LLP, o actin the capacity of an audit committee. Kroll took over the investigation. The independent investigations
concluded when Kroll presented its final report to the City on August 8, 2006. The Krall report concluded that there were
numerous failures on the part of City government to conform to law, to adhere to principles of sound governance and
financial reporting, and to protect the financial integrity of the City's pension system. The Kroll report was more fully
summarized in the City's fiscal year 2003 financial report. The City's fiscal year 2003 financial report, and the entire Kroll
report including interview summaries and footnotes, as well as the V&E report, are available at: www.sandiego.gov.

REMEDIATION OF CITY DISCLOSURE DEFICIENCIES

The City has taken a variefy of remedial actians in the wake of the disclosure deficiencies identified by V&E, Kroll and the
SEC. In response to the V&E Report, the City amended the municipal code to address certain controf environment issues,
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The Disclosure Ordinance created a Disclosure Practices Working Group of City officials 1o review the form and content of
all financial disclosures by the City and ifs related entifies and a finance and disclosure unit within the City Attorney’s office
headed by an attorney with experience in municipal securittes and disclosure matters. Pursuant to the Ordinance, the
Auditor and Complrolker is required to annually review and report on internal conirols within the City. In addition, mandatory
training is required for City staff and officials, including the City Council and Mayor, regarding their obligations under federal
and state securities laws. '

Further reforms were proposed by the Mayor to address deficiencies identified in the Kroll Report. A monitor, who also
serves as the Independent Consullant pursuant to the Order, was appointed on January 26, 2007, to oversee the
implementation of the Mayor's remediation plan. Structural changes were made to the City's Finance Department fo
enhance accountability to the City's Chief Financial Officer, who also serves as the Auditor and Compiraller. The City
Council amended the Municipal Code to create an Audit Committee comprised of three Councilmembers, which provides
legistative oversight of the City's accounting and financial reporting processes and internal audit-function,

In Fail 2007, an Internal Auditor was appointed by the Mayor, in consultation with the Audit Committee. The Internal Auditor
reports to both the Chief Operatihg Officer and the Audit Committee. The City has also retained-an independent actuary to
provide periodic analysis of SDCERS’ actuarial reporting and of the fiscal impact of pension and benefit related decisions.
An Enterprise Resource Pianning (“ERP") system has been purchased to enhance the timeliness and accuracy of the City's
operational reporting, the first ERP modules are scheduled for activation in October 2008.

Certain recommendations included in the Kroll Report and the Mayor's remediation plan require further action by the City or
the voters. An ordinance imposing criminal penalties for City employees who improperly influence the City's outside
consultants has not been presented to the Cily Council for consideration. Changes to the City Charler to enhance the
independence of both the internal Auditor and the Audit Committee require voter approval and proposed Charter
amendments have been appraved for inclusion on the ballot for the June 3, 2008 election.

The Independent Consultant required by the SEC Order has several specific mandates. Among these are annual reviews,
for a three year period, of the City's policies, procedures and internal controls regarding financial disclosures. The
Independent Consultant is also required to make recommendations concerning the City's policies, procedures and internal
controls and to assess the City's adopiion and implementation of these recommendations, A draft of the Independent
Consultant's first annual report was presented to management in March 2008. The final version is expected to be
presented to the City Council in April 2008. o o .

GENERAL INVESTIGATIONS

The City Atiomey is currently being investigated by the California Slate Bar. Bar investigations are confidential and the
scope, nature, and likely outcome of the invesligatio_n are not known.

LITIGATION AND REGULATORY ACTIONS

The City is a defendant in lawsuits perlaining to material matters, including claims asserted which are incidental to
performing routine governmental and other functions. This litigation includes but is not limited to: actions commenced and
claims asserted against the City arising out of alleged torts; alleged breaches of contracts; alleged violations of law; and
condemnation proceedings.” The City has received approximately 2,400 notices of claims in fiscal year 2006.

The estimate of the liability for unsetlled claims has been reperted in the Government-Wide Statement of Net Assets, the
Proprietary Fund Statement of Net Asseis, and in the Proprietary Fund financial statements. The liability was estimated by
categorizing the various claims and supplemented by information provided by the City Atlorney with respect to certain large
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individual claims and proceedings. The recorded Kability is the City's best estimate based on available information.

Significant individual lawsuits are described below,

De La Fuente Business Park v, City of San Diego

This lawsuit, filed in 1995, involves aliegations of breach of contract and inverse condemnation brought by an Otay Mesa
developer. In the first proceeding, the jury returned a verdict of $94,500 in favor of the plaintiff. On appeal, the courl issued
a tentative ruling that the case will be remanded 1o trial again on the contract issue, and that the inverse condemnation was
not valid as & matter of law. There are also two other pending cases similar in nature that have been filed by the same Otay
Mesa developer. These cases are on hold in the trial court, pending the outcome of the Business Park case. According to
the City Aftorney, the possible exposure of these cases ranges between $0 and $60,000. Liabilities for these cases were not
accrued in the City's financial statements as the City Attorney has indicated the likelihood that the plaintiff will prevail is only
reasonably possible. -

Abbit. Ernest v.-City of San Diego

"Plaintiffs are 298 individuals from the De Anza Mebilehome Park that are alleging Mobilehome Residency Law “MRL"
violations by the City of San Diego. The likelihood of an unfavorable outcome is reasonably possible and is estimated to be
in the range of $0 - $22,000.

* Wood, Janet v. City of San Diego ' -

Plaintiff sued as a representative class claiming that women and unmarried retirees receive less pension benefits than
others. Case has been remanded to the district court in September 2007, Likelihcod of unfavorable outcome is reasonably
possible and is estimated to be in the range of $0 - $2,150 per year in increased benefits,

San Diego Iﬁoiice Officer's/ABBE v. City of San Dieqgg

On October 25, 2005 the SDPOA {SDPOA #2) filed a lawsuit against the City alleging failure to pay for overtime work under
the Fair-Labor Standards Act. The likelihood of an unfavorable outcome is reasonably possible and is estimated to be in the
range of $0 - $5,000. '

Significant regulatory actions are described below (Other regulatory actions are described in Notes 17 and 22).

RS Voluntary Correction Program Setllement

SDCERS is operated as a qualified governmental defined benefit plan under Internal Revenué Code (IRC} §§ 401{a) and
414(d). In light of various concerns raised in investigative reports regarding practices of SDCERS that could have
‘jecpardized its stalus as a qualified governmental defined benefit plan, SDCERS requested its outside tax counsel, lce
Miller LLP, to perform a comprehensive document compliance review, prepare submissions in accordance with the IRS
Veluntary Correcfion Program (VCP), and work with the IRS to finalize a compliance statement to resolve SDCERS'
compliance issues. A comprehensive settlement was reached between the IRS and SDCERS on December 20, 2007
(Settlement). The Settlement requires the City and SCDERS 1o take certain corrective actions, some of which will require
Council approval, regarding certain provisions of iis retirement pfan within 150 days of December 20, 2007. The Setilement
does not require the City to pay any penally payments or to make any additional contribuiions to the retirement system. In
the event the City does not successfully implement certain plan document changes required by the IRS Compliance
Staterment, SDCERS and the City may face additional regulatory actions from the IRS including but not limited 1o, SDCERS
plan disqualification and financial penalties against the City, the plan sponsor.
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The VCP filings identified violations and proposed corrections regarding the City's Presidential Leave Program for
presidents of certain labor organizations that represent City employees; compensation limits under IRC § 401(a)(17);
minimum distribution reguirements under IRC § 401(a)(9); eligible rolover distribution compliance under IRC § 401(a){31);
minimum distribution requirements from the Deferred Retirement Option Plan (DROP} program; overpayment of disability
benefits; conversion of annual leave fo purchased service credits; retiree healthcare benefits and health administrative
gxpenses under IRC § 401(h); benefit and compensation limits under IRC §§§ 415(b), 415(c) and 415(n); and remedlal plan
amendments.

The practice of using pension plan assets, and later a bifurcation of City contributions to the pension plan to fund retirement
healthcare benefits, resulted in the most significant plan violation in monetary terms. The compliance statement identified
that from 1983 through 1991 retiree health benefits were paid by SDCERS when the plan document did not provide for such
benefits. Additionally, the compliance siatement states that the plan was not appropriately reimbursed for administrative
expenses related to the provision of retiree health benefits from 1983 to 2005. Both of these failures were related to non-
compliance with IRC § 401(a)(2). The cumulative value of improper payments associated with this failure was approximately
$34 million. in a separate failure, the compliance stalement also identified that from 1998 through 2005, the terms of the
Plan did not comply with all of the provisions of IRC §§ 401(a)2 and 401(h) as it relates to the plan’s administration of
retirement health benefits and the use of pfan earnings to fund the benefits. The compliance statement indicated that the
manner in which the benefits were funded “made it extremely difficult, if not impossible to resolve that there was no
inappropriate use of the Plan Assets.” In this regard, and for the purposes of presenting fairly the effect on net assets, the
City has estimated that from 1988 through 2006, the cumulative effect of the improper administration of Retiree Health
Benefits was approximately $77.1 million. These amounts will be treated as a reduction 1o City contfibutions against its
Annually Required Contribution during the year in which the expenditures occurred and instead recorded as part of the
City's Net Pension Qbligation.

With regard to benefit and compensation limits, in March 2001 the City Councit authorized the establishment a Preservation
of Benefit Plan. A preservation.of benefit plan is a qualified governmental excess benefit arrangement {QEBA) under IRC §
415(m‘), which is a vehicle created by Congress to allow the payment of promised pension benefils that exceed the iIRC §
415(b} limits. While the City Council approved the establishment of a Preservation of Benefit Plan satisfying the
requirements of § 415(m), the City has not received a determination letter from the IRS approving the formation of its
Preservation of Benefit Plan QEBA. Under the Internal Revenue Code, the City may not pre-fund the Preservation of
_Benefit Plan to cover future liabilities beyond the current year, as with the 401(a) plan. Despite the creation of the
Preservaiion of Benefit Plan by the City Council in March 2001, SDCERS conlinued to treat the excess amounts as payable
from the 401{a) plan assets in violation of law. SDCERS did not establish a Preservation of Benefit Plan and Trust unti
February 2007. In future years, SDCERS will determine the amount necessary to fund any pension benefits payable during
the calendar year in excess of the amount permitted by IRC § 415(b). This amount will include the projected amount of al
excess pension benefits payable for the calendar year as well as the projected cost of administering the Preservation of
Benefit Plan for the calendar year. SDCERS will provide this informalion to the City and the City will pay these costs on an
annual basis. The City fransferred money inle a new POB account in December 2007 to fund POB payments. With the
issuance of the Compliance Statement, SDCERS has stopped paying benefits in excess of the 415(b} limits from the
SDCERS Trust Fund. Excess benefits will be paid only from the POB Plan. '

The most current estimated actuarially accrued liability related to excess benefits for eligible active members of the system,
amounting to approximately $22.8 million, has been excluded from the' actuarial valuation of the 401(a) retirement pian
beginning in fiscal year 2006 (this liability is estimated ic be approximatety $30.4 million in the fiscal year 2007 actuarial
valuation). Additionally, the liability for retired members of the Preservation of Benefit Plan, amounting to approximately $6.4
million, has been excluded from the fiscal year 2007 actuarial valuation of the 401{a) retirement plan. Accordingly, the
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liability retated to excess benefits for retired members is reflected in the actuariat liabilities of the 401(a} plan in the actuarial
valuation dated June 30, 2008 as well as in the ARC payable in fiscal year 2G08.

In fiscal year 2005, costs related 1o the Preservation of Benefit Plan for both retired and active members are included in the

~ acluarial liabilities presented in the Required Supplementary Information (RSI) for the Cily's core pension plan and are
valued using the same set of assumptions. In a review of the financial statements of other local governments, the City has
noted significant diversity of practice in how governments are accounting for QEBAs. As such, the City is in the process of -
implementing a plan to account for the QEBA with SDCERS. . '

City Attorney Concemns with Pension System

The City Attorney has concluded that, in his opinion, the excess retirement benefits referenced above, require voter

approval as such benefits constitute a distinct pension plan not authorized under the City Charter, Therefore, it is also his

opinion that the excess refirement benefits are illegal and that the City should immediaiely discontinue payment. Other

members of management believe that this issue has yet fo be resolved in court related to lawsuits previously filed by the

City Atiorney. As such, the City infends to centinue to treat these benefits as legal obligations until instructed to do

otherwise by a court. In the opinion of management, a decision to terminate such benefits would expose the City's
. residenis fo unnecéssary and costly legal fees,

in addition, the City Attorney has written to the Internal Revenue Service, in letiers dated September.13, 2007, October 3,
2007 and November 6, 2007, expressing his concerns thal the pension plan in its current form viclates various provisions of
the City Charter and the City Municipal Code, and that such violations could jeopardize the slatus of SDCERS as a qualified
governmental defined benefit plan.” In addition to matters identified elsewhere in these notes and the IRS Compliance
Statement, set forth below are additional concerns raised in such letters or in other public pronouncements of the City
Atlorney: '

1. DROP: The City Attorney has alleged that the DROP program, as discussed in Note 12, is not currently operated
on & neutral cost basis, Municipal Code section 24.1401(b) provides that “DROP is intended io be cost neutral."
in DROP, the employee's retirement benefit calculation is fixed as of the date of participation and they continue to
work for the City up to five years, while their monthly pension benefit is deposited into an individual account held
by SDCERS." '

2. Purchase of Service Credit Program: Employees hired before July 1, 2005 were permitied to buy pensionable.
years' service credit below cost; however, such program was also intended to be cost neutral as reflected in a City
Manager memorandum to the Council a¢ the time Council approved such program.’

3. TermLimit: Elected officials are permitted to buy pensmnable years' service credit in excess of the ume they are
permitied to serve under section 12(f) of the City Charter (two consecutive four-year terms). *

4. Pension Plan Vesting Requirement: Employees were aflowed credit for pension years purchased below cost to
safisfy the retirement plan's 10 year vesting requirement. In relation to non-public safety employees, the Charter
provides that “No employee shall be refired before reaching the age of 62 years and before completing 10 years
of service for which payment has been made, except such employees may be given the option to retire af the age

* As of issuance of this report, these matters are currently on appeal o the California Court of Appeals, Fourth District, and
the parties are presently waiting to be apprised of the biiefing schedule by the court,

" As of issuance of this report, this concern has not been involved in any type of litigation
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" g

of 55 years after 20 years of service for which payment has been made with a proportlonally reduced allowance”.

5. Reiiremem Age: Non-public safety Employees were permitted fo use pension years purchased below cost to
retire at 55 rather than 62, without regard to whether they have 20 years of service.!

Other members of management believe that the legal status of these matters has not been definitively determined and do
not raise IRS qualification issues. Furthermore, other members of management note that while the IRS was made aware of
these issues prior to issuing the complian‘ce'staiement discussed earlier in the nole, to date the IRS has not determined to
take any action regarding the issues alleged by the City Atlorney.

California Regional Water Quality Board Administrative Proceeding

The City s in an on-going administrative proceeding before the California Regional Water Quality Control Board (RWQCB)
where it has been alleged that the City, along with eight other entities, have contributed to polluting San Diego Bay, a
condition which requires abatement. The allegations relate to current.and historic discharges of urban runoff into Chollas
Creek, which drains into the San Diego Bay. The City has retained consultants to assess the available data and therefore it
‘is difficult to determine likelihood of an unfavorable outcome. However, the RWQCB has estimated that remediation costs
could range between $900 and $122,000 depending on the remedy selected, and the Cily would have a yet-to-be
delermined share of those remediation costs if an unfavorable ouicome were to happen.

" As of issuance of this report, these matters are currenﬁly on appeal fo the California Court of Appeals Fourth District, and
the parties are presently waiting to be apprised of the briefing schedule by the court.
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18. THIRD PARTY DEBT (In Thousands)

The City has authorized the issuance of cerlain conduit revenue privaie activity bonds, in its name, to provide tax
exempl status because it believes a substantial public benefit will be achieved through the use of the proceeds. Aside
from the fact that these bonds have been issued in the City's name, the City has no legal obligation to make payment
on these bonds and has not pledged any City assets as a guarantee fo the bondholders. The following describes the
various types of such third party debt;

" Morloage and Revenue Bonds

Single family morigage revenue bends have been issued to provide funds 1o purchase mortgage loans secured by first
trust deeds on newly constructed ang existing single-family residences: The purpose of this program is to provide low
interest rate home morigage loans to persons of low.or moderate income who are unable to qualify for conventional
mortgages at market rates. Multi-family housing revenue bonds are issued to provide construction and permanent
financing to developers of multi-family residential rental projects located in the City to be partially occupied by persons
of low income. C

Industrial Developmeni Revenue Bonds

Industrial Development Revenue bonds have been issued to provide financial assistance for the acquisition,
canstruction, and installation of privately-owned facilities for industrial, commercial or business purposes to mutually
benefit the citizens of the City of San Diego. -

1911 Act Special Assessment Bonds

1911 Act Special Assessment Bonds have been issued to provide funds for the construction or acquisition of public
improvements, and/or the acquisition of property for public purposes, for the benefit of particular property holders within
the City. Each bond is secured by a lien on a specific piece of property. The final payment on all outstanding 1911 Act
Special Assessment Bonds occurred on December 27, 2005, accordingly, there was no balance outstanding as of
June 30, 2006,

As of June 30, 2005, the status of all third party bonds issued is as follows (in thousands):

Balance
Original Amount June 30, 2006
Mortgage Revenue $ 132390 % . 33,320
lndustrial Develapment Revenue 345,805 161,240
1911 Act Special Assessment 236
Total ‘ $ 478,431 $ 194,560

These bonds do not constitute an indebledness of the City. The bonds are payable solely from payments made on
and secured by a pledge of the acquired mortgage foans, certain funds and other monies held for the benefit of the
bondholders pursuant to the band indentures, property liens and other loans. In reliance upon the opinion of bond
counsel, City officials have deiermined that these bonds are not payable from any revenues or assets of the City, and
neither the full faith nor credit for the taxing authority of the City, the state, or any political subdivision thereof is
obligated to the payment of principal or interest on the bonds. In essence, the City is acting as a conduit for the private
property owners/bondholders in collecting and forwarding the funds. Accoerdingly, no liability has been recorded in the
City's government-wide statement of net assels.
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20,  CLOSURE AND POST CLOSURE CARE COST (In Thousands)

State and federal laws and regulations require that the City of San Diego place a final cover on its Miramar Landfill site
when it stops accepling wasie and to perform certain maintenance and monitoring functions at the site for thirty years
after closure. A[tho&jgh closure and post closure care costs will be paid only near or after the date that the landfill stops
accepling waste, the City reports a portion of these closure and post closure care costs as an operating expense in
each period based on fandfill capacity used as of each financial statement date. '

The $14,811 reported as landfill closure and post closure care liability at June 30, 2006 represents the cumulative
amount reported to date based on the use of 81.6% of the estimated capacity of the landfill.

The City will recognize the remaining estimated cost of closure and post closure care of $3,294 as the remaining
estimated capacity is filled. These amounts are based on what it would cost to perform all closure and post-closure
care at June 30, 2006. The City expects to close the landfill in fiscal year 2012. Actual costs may be higher due to
inflation, changes in technology, or changes in regulations. :

The City is required by state and federal laws and regulations to make annual contributions 1o finance closure and
post-closure care. The City is in compliance with these requirements and at June 30, 2006, cash or equity in pooled
cash and investments of $31,814 was held for this purpose. This is reporfed as resiricted assets on the statement of
net assets in the Environmental Services Fund. The City expects that future inflation costs will be paid from interest
eamings on these annual contributions. However, if interest earnings are inadequate or additional post-closure care .
requirements are determined (due to changes in technology or applicable laws or regulations, for example), these
costs may need to be paid by charges to future \andfill users or from other sources.
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21, OPERATING AGREEMENTS (In Thousands)

San Diego Data Processing Comoration and Automated Regional Justice Information System

On Qctober 22, 2001; SDDPC renewed its fiscal year 2002 agreement with a joint powers agency known as the
Automated Regional Juslice Information System {"ARJIS") whose main purpose is to pursue developmenti of
computérized law enforcément systems in the region.

Under the agreement, SDDPC is {o provide data processing services to ARJIS at rates which, on an annual basis, are
equivalent to those charged to other governmental enfity clients. Included in SDDPC's data processing services
revenue is approximately $2,624 related to ARJIS for the year ended June 30, 2006.

City of San Diego and San Diego Medical Services Enterprise, LLC

On July 1, 1997, the City entered into an operating agreement with Rural/Metro Corporation, a provider of emergency
medical transport services, to form San Diego Medical Services Enterprise, LLC (SDMSE) for the purpose of providing

. the City with emergency medical and medical transporiation services. The cperating agreement and related contracts
to provide such services were renewed on July 1, 2002 and again on July 1, 2005." The operating agreement will
expire on June 30, 2008 unless SDMSE is awarded a new contract after a competitive bidding process. SCMSE made
a profit distribution to its partners of $455 during fiscal year 2006.

City of San Diego and Padres LP.

On February 1, 2000, the City entered inte a Joint Use and Management Agreement (Agreement) with the San Diego
Padres baseball team (Padres) governing the rights and duties of the City and Padres with respect to the use and
operation of the new Petco Park Ballpark Facility {Facility). The Facility was completed and operational in April 2004,
The City and Padres jointly own the facility; the Padres having a 30% divided interest based upon the original Facility
cost estimate of $267,500 {or $80,250) with the City owning 70% which is capitalized on the City's books. The City
and the Padres have agreed upon the schedule of items and components that constitute the Padres' divided
ownership, and the value of that divided ownership may vary from (but does not exceed} 30% due o the calculation of
cost overruns for the Ballpark. Following termination of any occupancy agreement for the Ballpark, the Padres’
ownership interest will automatically transter to the City. Under the terms of the Agreement, the Padres are
responsible for Facility operation and management, including maintenance, repairs and security required to preserve
its condition. The City is responsible for paying certain expenses associaled with the operation and maintenance of the
Facitity, up to 2 maximum of $3,500 per year, subject to certain inflationary adjustments. ‘
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22. SUBSEQUENT EVENTS (In Thousands)

On July 3, 2006, the Cily privately placed a fiscal year 2006-2007 Tax Revenue Anticipation Note in an amount not to
exceed $142,000, to meet certain general fund cash flow needs of the City. The fiscal year 2006-2007 Tax Revenue
Anticipation Note was repaid in August 2007.

On July 13, 2006, the City issued, on a private placement basis, $16,000 of Community Facilities District No. 3 Special
Tax Bonds to finance public improvemenis required in connection with the district. The Series 2005 A bonds were
issued pursuant to the Mello-Roos Community Facilities Act of 1982 and are limited obligations of the district. The
bonds were structured as five term bonds, and were issued on a fixed rate basis. The fixed rate on the term bonds
range from 5.0% to 5.75%, and the final maturity date is September 1, 2036.

On August 6, 2006 a lawsuit was filed following a water main break which caused flooding along a private street in the
Colony Hills Homeowners Association (HOA) in l.a Jolla. Claimants allege the water main failure caused soil
subsidence, hillside failure, road failure and diminished property- values of 40 HOA homes, In the event of an adverse
rufing, the liability facing the City is estimated to be in the range of $0 - $40,000.

On Augusf 6, 2006 a lawsuit arose following a traffic accident between plaintiffs and a San Diego Police officer. In the
event of an adverse ruling, the liability facing the City is estimated {0 be in the range of $0 - $1,500.

On October 17, 2008, the City Council authorized the 2" and 3 Amendments to the Master Lease Agreement with
Banc of America Leasing and Capital, LLC. The 2" Amendment {0 the Master Lease Agreement authorizes the lease-
purchasé of Motive Equipment in an amount not to exceed $6,800. The 3 Amendment to the Master Lease
Agreement authorizes the lease-purchase of Fire Apparatus in an amount not to exceed §2,550.

-On October 2, 2006, Ace Properties entered into an inverse condemnation case against the City of San Dlego In the
event of an adverse ruling, the liability facmg the City is estimated to be in the range of 52 - $3,000.

On October 31, 2006, the Redevelopment Agency of the City of San Diego issued a non-revolving line of credit with
Bank of America, N.A. for an aggregate amount of $10,000, comprised of a tax-exempt commitment of $7,534 and a

. taxable commitment of $2,466. The line of credit is to be used to refinance the North Park Theatre, 1o pay sums of
settlement of eminent domain actions relating to the North Park Redevelopment Area and for other redevelopment
activities in the North Park Redevelopment Area. The interest rate on the tax-exempt advances will be at a rate per
year equal to 62.347% of the LIBOR Rate plus .90% and the interest rate on the {axable advances will be at a rate per
yearequal fo the LIBOR Rate pius 1.20%, unless the Agency elects 1o have any of the fax-exempt or taxable advances
bear interest al a rate based on the Bank's Prime Rate. The maturity date will be November 1, 2008, unless the
Agency issues bonds, notes or other obligations for the North Park Project Area prior to the maturity date;

On December 1, 2006, the Govemmental Accounting Standards Board issued GASB 49. Reflecting its intention to
ensure that costs and liabilities not specifically addressed by current governmental accounting standards are included
in financial reports, the GASB issued a standard that will require state and local governments {o provide the public with
more extensive information about the f nancial impact of environmental cleanups effective for financial statements
issued for fiscal year 2009. The City has not at-this time determined the impact of this accountsng standard on its
financial statements. '

On January €, 2007, the City Council authorized the Mayor o execute a fifteen-year loan agreement with the California
Energy Resources Conservation and Development Commission in the amount of $2,227 at the rate of 4.5% interest, to
upgrade mechanical and electrical systems at multiple City facilities to more energy efficient systems. The efiective
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date of the loan agreément or the date that the loan agreement was executed by both parties was March 3, 2007.

On January 30, 2007, the Public Facilities Financing Authority of the City of San Diego issued, on a private placement
basis, $57,000 of Non-Transferable Subordinated Water Revenue Notes to finance upgrades to and expansion of the
City's water sysiem and to reimburse for previous costs incurred. The Series 2007A Notes are secured by and
payable solely from net system revenues of the Water Ulility Fund.  The 2007A Notes bear an interest rate of 4.06%,
and the malurity date is January 30, 2009, S

On March 7, 2007, Grace Church of North County filed a claim against the City alleging State and Federal
constitutional violations arising from the City's approval of a five year permit instead of the requested ten year permit,
In the event of an adverse rufing, the liability {acing the City is estimated to be in the range of $0 - $2,000.

On March 12, 2007, the Public Facilities Financing Autherity of the City of San Diego issued, on a private placement
basis, $156,560 of Lease Revenue Refunding Bonds to refund the ‘existing Public Facilities Financing Autharity
- Ballpark Lease Revenue Bonds, Series 2002. The Series 2007A Bonds are secured by and payable solely from base
rental payments payable under the Ballpark Facility Lease. Such base rental paymenis are a general fund obligation of
the City. The interest rates range from 5.0% to 5.25%, and the final maturity date is February 15, 2032,

On March 21, 2007, the City received a State Revolving Fund Loan disbursement from the State of California Water
Resources Control Board fotaling $3,858 for the Point Loma Fourth Sludge Pump Modifications Project. The
repayment period for the loan is 20 years, which begins one year after the completion of the project. The City is
required to provide a 16.667 % maich for the loan, resulting in an effective interest rate of 2.42%.

On March 27, 2007, the Council authorized a Master Lease Agreement with Koch ?inancial Corporation for the lease-
purchase of Motive Equipment and Public Safety Equipment in an amount not to exceed $14,600._

On May 7, 2007, the Public Facilities Financing Authority of the City of San Diego issued, on a private placement basis,
$223,830 of Subordinate Sewer Revenue Notes, Series 2007 to finance and reimburse for previous costs incurred
from upgrades to the City's sewer system and to refund the outstanding balance on the Series 2004 Subordinated
Bonds in the amount of $144,400. The Series 2007 Notes are secured by and payable solely from net system
revenues of the Sewer Utiiity Fund. The notes bear an interest rate of 5.00%, and the maturity date is May 15, 2009.

On May 15, 2007, the Council authorized a Master Lease Agreement with IBM Credit LLC for the lease-purchase of
the Enterprise Resource Planning System in an amount not to exceed $29,500.

On July 2, 2007, the City privately placed a fiscal year 2007-2008 Tax Revenue Anticipation Note in an amount not to
exceed $116,000 to meet general fund cash flow needs of the City. The City borrowed $116,000 on July 2, 2007 on &
13 month term. '

On July 12, 2007, the Public Facilities Financing Authority issued $17,230 Series 2007A taxable pooled financing
bonds for Southcrest, Central Imperial and Mount Hope Redevelopment Projects and $17,755 Series 2007B tax-
exempt pooled financing Bonds for Southcrest and Central Imperial Redevelopment Projects.' The Series A and Series
B together were issued to make loans to the Redevelopment Agency of the City of San Diego to be used for financing
and refinancing redevelopment aciivities in the Southerest, Central Imperial and Mount Hope Redevelopment Project
Areas. The issuance was through a public offering. The Serigs 2007 A and 2007 B Bonds are secured by a Loan
Agreement and a Second Supplemental Trust Agreement {Central imperial Redevelopment Project Area) and a Third
Supplemental Trust Agreement (Southcrest Redevelopment Project Area) and a Fourth Supplemental Trust
-Agreement (Mount Hope Redevelopment Area) and are payable solely from the tax increment revenues derived from
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each project area. The fixed rate on the term bonds range from 4.0% lo 6.65%, and the final maturity date is October 1,
2037.

On July 26, 2007, the Redevelopment Agency of the City of San Diego executed six separate non-revolving secured
three-year term taxable and tax-exempt lines of credit with San Diego National Bank, Four taxable lines of credit are for
affordable hoﬂsing in North Park, City Heights, North Bay and Naval Training Center (NTC) Redevelopment Project
Areas for an-aggregate of $34,000. The two additional lines of credit are for non-housing or general purpose for City
Heights, which is a taxable fine of credit of $20,000 and NTC Redevelopment Project, which is taxable for $6,000 and
tax-exempt for $10,000. The Agency may elect to have the axable advance bear interest at a fixed rate equal to the
United Siates Three-Year Treasury Constant Maturities Index plus 1.0%, which will remain fixed for the entire period
of such advance or elect to have the interest set at a fixed rate equal to the One-Month LIBOR Rate plus 1.10%. Tax-
exempt advances will bear inferest at a fixed rate determined by adding .70% to the produci of the One-Month LIBOR
Rate multiplied by 80%. Interest will be payable quarterly in arrears along with a .45% per annum loan fee on the
unused commiiment. Principal is due at maturity with no prepayment penalty.

On September 28, 2007, several current firefighters for the City of San Diego filed suit against the City of San Diego
Fire Department alleging sexualﬂharassment, failure to prevent harassmend, retaliation, emotional distress and violation
of freedom of speech experienced during the 2007 Gay Pride Parade in San Diego. In-the event of an adverse ruling,
the liability facing the City-is estimated to be in the range of $0 - $3,000.

On Octaber 3, 2007 there was a landslide in La Jolla on Soledad Mountain Road. The cause of the tandslide is under
iqvestigaﬁon by a geological consulting group, and has not been identified as of the issuance of this report.

On October 21, 2007, multiple wild fires began buming throughout the county of San Diego. Fueled by dry Santa Ana
winds, these fires prompted the evacuation of an estimated 500,000 residents. As of the issuance of this report, ihe
City estimates that the fire related costs are approximately $24,000. The City has received cash advances of $4,800 to
reimburse a portion of these costs and expects to receive additional reimbursements from federal and slate agencies
and other sources ranging from $0 - $16,000. ‘

On January 18, 2008, the City Councit approved, by majority vote, to enter into a plan to pre-fund expenses related to

other post employment benefits. The plan, administered by CalPERS, requires the City to pre-fund the plan in an

amount not less than $5,000 annually; however, the City intends to make annual confributions to the plan in an amount
. not less than 50% of the Annual Required Contribution, as calculated by an actuary of the City’s choice.

On February 28, 2008, the Public Facilities Financing Authority of the City of San Diego issued, on a private placement
basis, $150,000 of Subordinated Water Revenue Notes to finance the acquisition and construction of the City’s' water
system and to reimburse for previous costs incurred. The Series 2008A Notes are secured by and payable solely from
net system revenues of the Water Utility Fund. The 2008A Notes bear an interest rate of 3.28%, and the maturity date
is August 28, 2008, :
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Required Supplementary Information
{Unaudited)
Pension Trust Funds Ana]ysis of Funding Progress
The following table shows the funding progress of the full City's portion of SDCERS (excludlng the Port and the Airport) for the

last three fiscal years {in thousands):

Actuarial UAAL asa
Accrued Percantage
Actuarial Actuarial Value of Liability ** Funded Covered  of Covered
Valuation Assets pucC* UAAL™ " Ratio ** Payroll Payroll
Date {a) (B) {b-a) {alb) . (c} {{b ~a)/c)
8/30/2004  § 2628680 § 4077833 § 1.449153 64.46% $ 340,181 268.27%
£/30/2005 2,983,080 ° 4435017 1,452,937 87.25% 557,631 260.56%
£/30/2006 3,981,932 4,982,700 1,000,768 79.92% 534,103 187.37%

* Projected Unit Credit method used for determining actuarial accrued liabiity.

** For fiscal years 2004 and 2005, the actuarial accrued fiability, UAAL, ang finded ratio have been adjusted to reflect the
impact of the Corbett contingent benefit. The Actuarial Vatuations provided by the actuary for these years do not include this
contingent benefit in the funded rafio. However, the valuation prepared by the actuary for fiscal year 2006 does include the

impact of the Corbett contingent benefit.
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City of San Diego .
Pledged-Revenue Coverage - Water Bonds (Unaudited)
Last Ten Fiscal Years {In Thousands)

Less: Interest

Fiscal Year ‘ Earningson . Adjusted
Ended Total Total Net System Reserve Fund-  Net System
June 30 Income Expenses Revenue Parity Obligations Revenue
1999 § 20480 5 185407 5 15,683 § - (884) 14,199
2000 255,736 213,358 42,378 - 42,378
2001 255974 214,056 41518 , " {54) 41,864
2002 261,333 222,104 39,229 | (3.444) 35,785
2003 256,968 226,058 30,910 (1,305) 29,605
2004 267,648 232,193 35,456 (1,296) 34,160 .
2005 294,904 | 234,392 60512 ‘ {1,262) 56,250
2006 503,453 | 242,180 61,273 (1,228) 60,045

Note:' The Water Utility had no bonded debt for fiscal years 1997-1998.

Source: previously published CAFR Reports (2004-05 and prior)
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_ Table 13-1

Debt Service

Less: Parity  Adjusted Adjusted
Interest Deht Debt Service

Principal Interest Total Earnings Service Coverage
$ - % 935 § 9365 3% {884) §  B.481 1.67
18,730 18,730 - 18,730 2.26
18730 - 18,735 (.54) 1 8,676 2.24
6,780 18,594 . 7 25,374 (3.444) 21,930 | 1.63
7,055 16,308 23,363 (1,305} 22,058 1.34
7,345 .14,010 21,355 {1,298) 20,059 1.70
7,645 13710 21;355 {1.262) 20,093 o | 2.95
7,985 13,380 21,355 {1,228) 20,127 2.98
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APPENDIX E
SUMMARY OF PRINCIPAL LEGAL DOCUMENTS

The following is a summary of certain definitions and provisions set forth in the
Indenture, the Amended and Restated Master Installment Purchase Agreement, the 2009A
Supplement to the Master. Installment Purchase Agreement and the Assignment
Agreement relating to the Series 2009A Bonds. The Series 2009A Bonds are described in
this Summary as the “2009A Bonds.” These summaries do not purport to be
comprehensive, and reference should be made to such documents for a full and complete
statement of such definitions and provisions. Copies of these documents are available from
the Trustee. ' '

INDENTURE

The Indenture sets forth certain terms of the Bonds, the nature and extent of the security
for the Bonds, the rights of the Owners of the Bonds, rights, duties and immunities of the Trustee
and the rights and obligations of the Authority. Certain provisions of the Indenture are
. summarized below. Other provisions are summarized in the body of this Official Statement
under the captions, “DESCRIPTION OF THE SERIES 2009A BONDS” and “SECURITY. AND
SOURCES OF PAYMENT FOR THE SERIES 2009A BONDS.” Capitalized terms used in
connection with the Indenture but not defined below have the meanings ascribed thereto in the -
body of this Official Statement; certain capitalized terms are defined herein following the -
description of the Indenture, in connection with the description of the Installment Purchase
Agreement. The term “Bonds” initially refers to the Series 2009A Bonds.

Selected Deﬁniﬁons

Additional Bonds

- The term “Additional Bonds™ means those Bonds authorized and issued hereunder on a
parity with the 2009A Bonds, in accordance with Indenture.

Authorized Denominations

" The term “Authorized Denominations” means;, with respect to the Bonds, $5,000 and any
integral multip]e thereof and with respect to any Additional Bonds, the authorized denominations
specified in a Supplemental Indénture related to such Additional Bonds.

Beneficial Owners

The term “Beneficial Owners” means those individuals, partnerships, corporations or
other entities for whom the Participants have caused the Depository to hold Book-Entry Bonds.

Board

The term “Board” means the Board of Commissioners of the Authority.
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Bond Counsel

The term “Bond Counsel” means a firm of attorneys that are nationally recognized as
experts in the laws governing and relating to municipal finance.

Bond Law

%

The term “Bond Law”™ means the Marks-Roos Local Bond Pooling Act of 1985, as
amended, being Section 6584 et seg. of the Government Code of the State.

Book-Entrv Bends

The term “Book-Entry Bonds” means Bonds executed and delivered under the book-
entry system described in the Indenture.

Business Day

The term “Business Day” means a day of the year other than Saturday or Sunday, or a
day on which banking institutions located in California are required or authorized to remain
closed, or on which the New York Stock Exchange is closed. If the date for making any
payment or the last date for performance of any act or the exercising of any right, as provided in
- the Indenture, shall not be a Business Day, such payment may be made or act performed or right
exercised on the next succeeding Business Day, with the same force and effect as if done on the
nominal date provided in the Indenture, and, unless otherwise specifically provided in the
Indenture, no interest shall accrue for the period from and after such nominal date.

Certificate of the Authority

The term “Certificate of the Authority” means an instrument in writing signed by the
Chair, the Vice Chair or the Secretary of the Authority, or by any other officer of the Authority
duly authorized by the Authority for that purpose. If and to the extent required by the provisions
of the Indenture, each Certificate of Authority shall include the statements pr0v1dcd for in the.
-Indenture

Certificate of the City

The term “Certificate of the City” means an instrument in writing signed by the Chief
Financial Officer, the Chief Operating Officer or any of their respective designees.

| Charter

The term “Charter” means the Charter of the City as it now ex1sts or may be amended,
and any new or successor Charter.

Closing Date

The term “Closing Date” means any date upon which a Series of Bonds is purchased; the
term “2009A Closing Date” means [January ] 2009,
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Code

The term “Code” means the Internal Revenue Code of 1986, as amended, and the
regulations thereunder, and any successor laws or regulations,

Components: Refunded Coniponents.

The term “Components” means components of the Project for which the City makes
installment Payments or Subordinated Installment Payments pursuant to any Supplement. The
term “Refunded Components” means the Components originally financed with the proceeds of
the Refunded Certificates and the Series 2007A Subordinated Notes, whlch are being refunded
with the proceeds of sale of the 2009A Bonds.

Com ptroller

The term “Compt_rbl]er” means the Comptroller of the City.

- Corporate Trust Office of the Trustee

The term “Corporate Trust Office of the Trustee” means the corporate trust office of the
Trustee at the address set forth in the Indenture or such other or additional offices as may be
specified to the Authority by the Trustee in wr1t1ng '

Costs of Issnance

The term “Costs of Issnance” means all items of expense directly or indirectly payable by
or reimbursable to the City, the Corporation or the Authority relating to the issuance, sale and
delivery of any Bonds hereunder, including but not limited to, costs of preparation and
reproduction of documents; fees and expenses of the Feasibility Consultant; fees and expenses of
the Authority (including its counsel); expenses of City, Authority and Corporation staff; fees of
the City’s Financial Advisor; initial fees, expenses and charges of the Trustee (including its
counsel); Rating Agency fees; Underwriters® discount; legal fees and charges of Bond Counsel,
Disclosure Counsel, Underwriters’ counsel, and the City Attorney; and any other cost, charge or
fee in connection with the issuance and delivery of the Bonds.

Costs of Issuance Account

The term “Costs of Issuance Account” means the account by that name established within
the Acquisition Fund under the Indenture, for the payment of Costs of Issuance.

Depositor_v A

The term “Depository” means the securities dep051t0ry acting as Depository pursuam to
the Indenture,
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DTC

The term “DTC” means The Depository Trust Company, New York, New York, and its
SUCCESSOTS. '

Event of Default

The term “Event of Default” shail have the meanmg set forth in the Indenture, as
described below.

Feasibility Consultant

The term “Feasibility Consultant” means the consultant who, or whose firm, provides
services to the City respecting the future ability of Project components being acquired, installed
or constructed with proceeds of sale of the Bonds to generate sufficient Net System Revenues to
permit the City to incur Additional Obhgatlons as set forth in the Agreement.

Federal Securities

The term “Federal Securities” means the following securities:

(1) United States Treasury Bills, bonds, and notes for which the full faith and credit
of the United States are pledged for payment of principal and interest;

(2) Direct senior obligations issued by the following agencies of the United States
Government: the Federal Farm Credit Bank System, the Federal Home Loan Bank
System, the Federal National Mortgage Association, the Federal Home Loan Mortgage
Corporation and the Tennessee Valley Authority; :
: f

(3) Mortgage Backed Securities (except stripped mortgage securities) issued by the
Federal National Mortgage Association, the Federal Home Loan Mortgage Corporation
and the Government National Mortgage Association; and '

(4} United States Treasury Obligations, State and Local Government Series.
Fiscal Year |

The term “Fiscal Year” means the fiscal year of the Authority which, as of the date .
hereof, is the period from July 1 to and including the following June 30. '

Fitch

~ The term “Fitch” means Fitch Ratings and its successors, and if such company shall for
any reason no longer perform the functions of a securities rating agency, “Fitch” shall be deemed
to refer to any nationally recognized securities rating agency designated by the Authority and the
City.
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Information Services

Information Services being Financial Information, Inc.’s “Daily Called Bond Service,”
30 Montgomery Stréet, 10th Floor, Jersey City, New Jersey 07302, Attention: Editor; Moody’s
C“Municipal and Government,” 99 Church Street, 8th Fioor, New York, New York 10007,
Attention: Municipal News Reports; and Xcitek’s “Called Bond Service,” 5 Hanover Square,
New York, New York 10004, Attention: Bond Redemption Group; provided, however, in
accordance with then current guidelines of the Securities and Exchange Commission,
Information Services shall mean such other organizations providing information with respect 10
called bonds as the Authority may des1gnate n wrltmg to the Trustee.

Interest Account

The term “Interest Account” means the account by that name established under the
Indenture.

Interest Payvment DateA'

The term “Interest Payment Date” means August 1, 2009, and each February 1 and
August | thereafter until the Bonds are paid or redeemed in full.

Letter of Representations

The term “Letter of Representations” means the letter of the Authority delivered to and
accepted by the Depository on or prior to the delivery of any Book-Entry Bonds setting forth the
basis on which the Depository serves as depository for such Book-Entry Bonds, as originally
exccuted or as it may be supplemented or revised or replaced by a letter to a substitute

Dep051tory

Moody 5

The term “Moody’s” means Moody’s Investors Service, a corporation organized and
existing under the laws of the State of Delaware, and its successors, and if such corporation shall
for any reason no longer perform the functions of a securities rating agency, “Moody’s” shall be
deemed to refer to any other nationally recognized securities rating agency designated by the
Authority and the City.

Nominee

The term “Nominee” means the nominee of the Depository, which may be the
Depository, as determined from time to time pursuant to the Indenture.

Outstanding

The term “Outstanding,” when used as of any particular time with reference to Bonds, -
-means (subject to the provisions of the Indenture) all Bonds theretofore or thereupon executed by
the Authority and authenticated and delivered by the Trustee pursuant to the terms hereof,
except: '
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A1) Bonds theretofore cancelled by the Trustee or surrendered to the Trustee for
cancellation; '

(2)  Bonds paid or deemed to have been paid within the meaning of the Indenture;
(3) Bonds beneficially owned by the City or the Authority; and

(4). Bonds in lieu of or in substitution for which other Bonds shall have been executed
by the Authority and authenticated and delivered pursuant to the terms of the Indenture. -

Qutstanding Parity Obligations ~

The term “Outstanding Parity Obligations” means the outstanding principal amount of
the San Diego Facilities and Equipment Leasing Corporation Certificates of Undivided Interest
(In Installment Payments Payable from the Net System Revenues of the Water Utility Fund of
the City of San Diego) Series 1998, following the refunding described in this Official Statement.

- Outstanding Subordinated Bonds

The term “Outstanding Subordinated Bonds” means the outstanding principal amount of
the Public Facilities Financing Authority of the City of San Diego Subordinated Water Revenue
Bonds, Series 2002 (Payable Solely From Subordinated Installment Payments Secured By Net
System Revenues of the Water Ultility Fund).

Outstanding Subordmated Notes

The term “Outstanding Subordinated Notes” means the Public Facilities Financing
Authority of the City of San Diego Subordinated Water Revenue Notes, Series 2008 A (Payable
Solely From Subordinated Installment Payments Secured By Net System Revenues of the Water
Utility Fund).

Owner

The term “Owner” means any Person who shall be the registered owner of any
Outstanding Bond, as shown on the registration books required to be maintained by the Trustee
pursuant to the Indenture.

Paritv Obligations

The term “Parity Obligations” means any Obligations payable from Net System
Revenues that are secured by a first priority lien on Net System Revenues and are senior in
priority to payment of Subordinated Installment Payments.

Participants

The term “Participants” means those broker-dealers, banks and other financial institutions
from time to time for which the Depository holds Book-Entry Bonds as securities depository.
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Pavment Fund

The term “Payment Fund” means the fund by that name established under the Indenture.

Permitted Investments

The term “Permitted Investments” means any of the following to the extent then
permitted by law and the Indenture:

(ny . Federal Securities;

(2)  Obligations of any state, territory or commonwealth of the United States of
America or any political subdivision thereof or any agency or department of the
foregoing; provided, that at the time of their purchase such obligations are rated “AAA”
by two Rating Agencies;

(3) Bonds, notes, debentures or other evidences of indebtedness issued or guaranteed
by any corporation which are, at the time of purchase, rated by each Rating Agency in
their respective highest short-term rating categories, or, if the term of such indebtedness
is longer than three years, rated “AAA” by two Rating Agencies;

(4) Taxable commercial paper or-tax-exempt commercial paper with a matunty of not
more than 270 days, rated “A1/P1/F1” by two Ratmg Agenmes

(5)  Deposit accounts or certificates of deposit, whether negotiable or non-negotiable,
issued by a state or national bank (including the Trustee) or a state or federal savings and
loan association or a-state-licensed branch of a foreign bank; provided, however, that
such certificates of deposit or deposit accounts shall be either (a) continuously and fuily
insured by the Federal Deposit Insurance Corporation; or (b) have maturities of not more
than 365 days (including certificates of deposit) and are issued by any state or national
‘bank or a state or federal savings and loan association, the short-term obligations of
which are rated in the highest short term ]etter and numerical rating category by two .
Rating Agencies;

(6)  Bills of exchange or time drafts drawn on and accepted by a commercial bank,
otherwise known as bankers acceptances, which bank has short-term obligations
outstanding which are rated by two Rating Agencies in their respective highest short-term
rating categories, and which bankers acceptances mature not later than 180 days from the
date of purchase; :

(7) Any repurchase agreement with any bank or trust company organized under the
laws of any state of the United States or any national banking association (including the
Trustee), or a. state-licensed branch of a foreign bank, having a minimum permanent
capital of one hundred million dollars ($100,000,000) and with short-term debt rated by
two Rating Agencies in their respective three highest short-term rating categories or any
government bond dealer reporting to, trading with, and recognized as a primary dealer by,
the Federal Reserve Bank of New York, which agreement is secured by any one or more
of the securities and obligations described in clause (1) of this definition, which shall
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have a market value (valued at least weekly) not less than 102% of the principal amount
of such investment and shall be lodged with the Trustee, the Treasurer or other fiduciary,
as custodian for the Trustee, by the bank, trust company, national banking association or
bond dealer executing such repurchase agreement. The entity executing each such
repurchase agreement required to be so secured shall furnish the Trustee with an
undertaking satisfactory to it that the aggregate market value of all such obligations
securing each such repurchase agreement (as valued at least weekly) will be an amount
equal to 102% the principai amount of such repurchase agreement and the Trustee shall
be entitled to rely on each such undertaking;

(8) Any cash sweep or similar account arrangement of or available to the Trustee, the
investments of which are limited to investments described in clauses (1), (2) and (7) of
this definition and any money market fund, the entire investments of which are limited to
investments described in clauses (1), (2) and (7) of this definition and which money
market fund is rated in their respective highest rating categories by two Rating Agencies;

(9 Any guaranteed investment contract, including forward delivery agreements
(“FDAs”).and forward purchase agreements (“FPAs”), with a financial institution or
insurance company which has at the date of execution thereof an outstanding issue of
unsecured, uninsured and unguaranteed debt obligations or a claims-paying ability rated
within the two highest rating categories of two or more Rating Agencies. Only Permitted
Investments described in clause (1) above and having maturities equal to or less than 30
years from their date of delivery - will be considered eligible for any
collateralization/delivery purposes for guaranteed investment contracts, FDAs or FPAs;

(10)  Certificates, notes, warrants, bonds or other evidence of indebtedness of the State
or of any political subdivision or public agency thereof which are rated in the highest
short-term rating category or within one of the three highest long-term rating categories
of two Rating Agencies (excluding securities that do not have a fixed par value and/or
whose terms do not promise a fixed dollar amount at maturity or call date);

" {11) For amounts less than §$10,000, interest-bearing demand or time deposits
{(including certificates of deposit) in a nationally or state-chartered bank, or a state or
federal savings and loan association in the State, fully insured by the Federal Deposit
Insurance Corporation, including the Trustee or any affiliate thereof;

(12)  Investments in taxable money market funds or portfolios restricted to obligations
with an average maturity of one year or less and which funds or portfolios are rated in
cither of the two highest rating categories by two Rating Agencies or have or are
portfolios guaranteed as to payment of principal and interest by the full faith and credit of
the United States of America; :

(13)  Investments in the City’s pooled investment fund,;

(14) Investments in the Local Agency Investment Fund created pursuant to
Section 16429.1 of the Government Code of the State;
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(15)  Shares of beneficial interest in diversified management companies investing
exclusively in securities and obligations described in clauses (1) through (12) of this
definition and which companies are rated in their respective highest rating categories by
two Rating Agencies or have an investment advisor registered with the Securities and
Exchange Commission with not less than five years’ experience investing in such
securities and obligations and with assets under management in excess of five hundred
million dollars ($500,000,000); and

(16) Shares in a California common Jaw trust established pursuant to Title 1,
Division 7, Chapter 5 of the Government Code of the State which consists exclusively of
investments permitted by Section 53601 of Title 5, Division 2, Chapter 4 of the
Government Code of the State, as it may be amended.

Person

The term “Person means any legal entity or natural person as the context may require.

i

Pre-Refunded Mumcmals

The term “Pre-Refunded Municipals” means any bonds or other obligations of any state
of the United States of America or of any agency, instrumentality or local governmental unit of
any such state which are not callable at the option of the obligor prior to maturity or as to' which
irrevocable instructions have been given by the obligor to call on the date specified in the notice.

Principal Account

The term “Principal Account” means the account of that name established under the
Indenture. :

Principal Pﬁvment Date

The term “Principal Pa'yment Date” means each August 1, commencing August 1, 20
through and including August 1, 2038. :

Project

~ The term “Project” means the acquisition, construction, installation and improvements to
the Water System described in Exhibit A to the Agreement and as modified with respect to
Components in conformance with the Agreement.

Purchase Price

The term “Purchase Price” means the principal amount plus interest thereon owed by the
City under the terms of the Agreement as provided in the Indenture thereof and as specified in a
‘ Supplement
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Rating Agencv
The term “Rating Agency” means Fitch, Moody’s or S&P.
Rebate Fund

The term “Rebate Fund” means the fund by that name created under the Indenture and
any other accounts thereunder. - ' '

Record Date

The term “Record Date” means the fifteenth day of the calendar month immediately
preceding an Interest Payment Date, whether or not such day is a Business Day.

- Redemption Account

The term “Redemption Account” means the account by that name established under the
Indenture.

Refunded Certificates

The term “Refunded Certificates” means those maturities of the San Diego Facilities and
Equipment Leasing Corporation Certificates .of Undivided Interest (In Installment Payments
Payable from the Net System Revenues of the Water Utility Fund of the City of San Diego)
Series 1998 to be refunded with a portion of the proceeds of the 2009A Bonds.

Refunded Obligations

. The term “Refunded Obligations” means the Refunded Certificates and the Series 2007A
Subordinated Notes paid or called and refunded with portions of the proceeds of the Bonds.

Representative

The term “Representative” means Morgan Stanley & Co. Incorporated, as representative
of the several Underwriters of the 2009A Bonds.

Regquisition

The term “Requisition” means a requisition form, by which the City shall' withdraw
moneys from the Acquisition Fund or the Costs of Issuance Account.

[Reserve Fund]

[The term “Reserve Fund” means the fund by that name established under the Indenture,
in which the Reserve Requirement shall be held and invested. ]
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[Reserve Requirement: 2009A Reserve Requirement]

- [The term “Reserve Requirement” means, as of any date of calculation, the least of (i) ten
percent (10%) of the proceeds (within the meaning of section 148 of the Code) of the Bonds;
(i1} 125% of average annual debt service on the then-Outstanding Bonds; or (iii) the Maximum
Annual Debt Service for that and any subsequent year. ([The term “2009A Reserve
Requirement” shall mean, initially, the sum of $ ] Upon early redemption of any of
the Bonds, the Authority, at the request of the City, may request the Trustee to recalculate and
reduce any Reserve Requirement, whereupon any excess in the Reserve Fund over and above
such Reserve Requirement shall be transferred to the Payment Fund.}

Revenues

~ The term “Revenues” means all Series 2009A Installment Payments received by or due to
be paid to the Corporation pursuant to the 2009A Suppiement, and the interest or profits from the
investment of money in any account or fund (other than the Rebate Fund) pursuant to the
Indenture.

S&P

. The term “S&P” means Standard & Poor’s Ratings Group, a division of The McGraw-

Hill Companies, Inc., a corporation organized and existing under the laws of the State of New
York, and its successors, and if such corporation shall for any reason no longer perform the.
functions of a securities rating agency, “S&P” shall be deemed to refer to any other nationally
recognized securities rating agency designated by the Authority and the City.

Securities Depository

The term “Securities Depository” means The Depository Trust Company, 55 Water
Street, 50th Floor, New York, N.Y. 10041-0099 Attn. Call Notification Department, Fax (212)
855-7232, or, in accordance with then-current guidelines of the Securities and Exchange
Commission, such other securities depositories, or no such depositories, as the Authority may .
indicate in a Written Request of the Authority delivered to the Trustee.

Series 2007A Subordinated Notes

The term “Series 2007A Subordinated Notes” means the Public Facilities Financing
Authority of the City of San Diego Non-Transferable Subordinated Water Revenue Notes,
Series 2007A (Payable Solely From Subordinated Installment Payments Secured By Net System
Revenues of the Water Utility Fund), in the original principal amount of $57,000,000.

Series 2008 A Subordinated Installment Pavments.

The term “Series 2008A Subordinated Installment Payments” means the Series 2008A
Subordinated Installment Payments specified in Section 4.01 of the 2008A Supplement.



Serics 2008A Subordinated Notes

The term “Series 2008A Subordinated Notes” means the Public Facilities Financing
Authority of the City of San Diego Subordinated Water Revenue Notes, Series 2008A (Payable
Solely From Subordinated Installment Payments Secured By Net System Revenues of the Water
Utility Fund), in the original principal amount of $150,000,000.

State

The term “State” means the State of California.

Subordinated Instaliment Payments

The term “Subordinated Installment Payments” means Installment Payments that are
Subordinated Obligations (as defined in the Agreement), scheduled to be paid by the City under
and pursuant to any Supplement that has been assigned to the Trustee (as assignee of the
Authority) to secure any Subordinated Bonds or Notes. '

Supplement

The term “Supplement” means a supplement providing for the payment of specific
Installment Payments as the Purchase Price for ‘Components of the Project, executed and
delivered by the City and the Corporation.

2007 Supplement

The term “2007 Supplement” means the 2007A Supplement to the Agreement, by and
between the City and the Corporation, dated as of January 1, 2007.

2009A Installment Payments

The term “2009A Installment Payments” means those Installment Payments scheduled to
be paid by the City under the 2009A Supplement. :

2009A Supplement

The term “2009A Suvpplement” means the 2009A Supplement to the Agreement; by and
between the City and the Corporation, dated as of January 1, 2009.

Supplemental Indenture

The term “Supplemental Indenture” means any indenture supplemental hereto or
amendatory hereof duly executed and delivered by the Authority and the Trustee as authorized
hereunder. :

Surety Bond

The term “Surety Bond” means a reserve surety bond, insurance policy, letter of credit or
other similar instrument providing, by its terms, a stated amount as a credit towards or in
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satisfaction of all or part of the Reserve Requirement, which shall be held by the Trustee in trust,
pursuant to the Indenture.

Tax Certificate

The term “Tax Certificate” means the Tax Exemption Certificate delivered with respect
to Tax-Exempt Bonds on their Closing Date.

Tax Code

The term “Tax Code” means the Internal Revenue Code of 1986, as amended, and the
Regulations promulgated by the Internal Revenue Service pursuant thereto.

Tax-Exempt Bonds

The term “Tax-Exempt Bonds” means those Bonds which; by their terms, bear interest
that is excluded from gross income for federal income tax purposes, pursuant to the Tax Code.

Treasurer
The term “Treasurer” means the Office of the City Treasurer of the City of San Diego.

1998. Trust Agreement

‘ The term “1998 Trust Agreement” means that certain Trust Agreement, dated as of
August 1, 1998, by and among the City, the Corporation and the 1998 Trustee, pursuant to which
the Refunded Certificates were executed and delivered.

Trustee -

The term “Trustee” means Wells Fargo Bank, National Association, a national -banking-
association existing under and by virtue of the laws of the United States, or any other bank or
trust company which may at any time be substituted in its place as provided in the Indenture.

1998 Trustee

The term “1998 Trustee™ means Wells Fargo Bank, National Association, as successor
trustee under the 1998 Trust Agreement. ' '

Underwriters

The term “Underwriters” means, collectively, Morgan Stanley & Co. ]ncorporéted, J.P.
Morgan Securities Inc., Estrada Hinojosa, Ramirez & Co., and Siebert Brandford Shank & Co.,
LLC. '

Water System

_ The term “Water System” means any and all facilities, properties, improvements and
works at any time owned, controlled or operated by the City as part of the public utility system
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of the City for water purposes, for the development, obtaining, conservation, production, storage,
treatment, transmission, furnishing and distribution of water and its other commodities or
byproducts ‘for public and private use (whether located within or outside the City), and any
related or incidental operations designated by the City as part of the Water System, including
reclaimed and re-purified water.

Written Request of the Authority

The term “Written Request of the Authority” means an instrument in writing signéd by
the Chair, the Vice Chair, or the Secretary of the Authority, or by any other officer or
Commissioner of the Board duly authorized by the Authority for that purpose.

Written Request of the City

The term “Written Request of the City” means an instrument in writing signed by the
Chief Operating Officer, the Chief Financial Officer or any of their respective designees, or by
any other official of the applicable administrative departments of the City duly authorized by the
City for that purpose.

Establishment of Funds; Deposit and Applicatio.n
Establishment of Funds and Accounts.

(a) The Authority shall cause the City to establish and maintain a special trust
fund to be held by the Treasurer designated the “City of San Diego Water System Improvement
Project Acquisition Fund — 2009A Bonds” (the “Acquisition Fund™), within which the Treasurer
shall establish the Costs of Issuance Account. '

" (b) The Trustee shall establish and maintain the Payment Fund, including the
Interest Account the Principal Account, and the Redemption Account.

¥ (©) [The Trustee shall also establish and maintain the Reserve Fund, and
within the Reserve Fund, the 2009A Reserve Account. ]

Use of Moneys in Acquisition Fund. The Acquisition Fund shall initially be
unfunded, except for a deposit to pay Costs of Issuance The Treasurer shall hold moneys in the
Costs of Issuance Account within the Acquisition Fund and the Comptroller shall disburse
moneys therefrom to pay Costs of Issuance with respect to the 2009A Bonds. Such
disbursements shall be made from time to time upon receipt of Requisitions of the City on behalf
of the Authority substantially in the form attached hereto as Exhibit B. '

[Reserve Fund. The Reserve Fund is to be a separate fund held in trust by the
Trustee. The Trustee shall.receive for deposit into the Reserve Fund {the Surety Bond]
[$ ] in satisfaction of the 2009A Reserve Requirement. An amount equal to the
Reserve Requirement shall be maintained in or credited to the Reserve Fund at all times, subject
to the provisions of the Indenture, and any deficiency therein shall be replenished from the first
available Revenues pursuant to the Indenture. ]
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(a) [Moneys in or avaitable from the Reserve Fund shall be used solely for the
purpose of paying the principal of and interest on the Bonds, including the redemption price of
the Bonds coming due and payable by operation of mandatory sinking fund redemption pursuant
to the Indenture, in the event that the moneys in the Payment Fund are insufficient therefor.
While the Surety Bond is in effect, not less than two Business Days prior to each Interest
Payment Date, the Trustee shall ascertain the necessity for a draw upon the Surety Bond and, if a
draw is necessary, shall provide notice thereof to the provider of the Surety Bond in accordance
with the terms of the Surety Bond at least two Business Days prior to each Interest Payment
. Date. In the event that the amount on deposit in the Payment Fund on any date is insufficient to
enable the Trustee to pay in full the aggregate amount of principal of and interest on the Bonds
coming due and payable, including the redemption price of the Bonds coming due and payable
by operation of mandatory sinking fund redemption pursuant to the Indenture, the Trustee shall

withdraw the amount of such insufficiency from the Reserve Fund or make a draw-upon the |

Surety Bond in the amount of such insufficiency and transfer such amount to the Payment Fund.]

(b} [In the event that the amount on deposit in the Reserve Fund exceeds the
Reserve Requirement on'the fifteenth (15th) calendar day of the month preceding any Interest
Payment- Date, the amount of such excess shall be withdrawn therefrom by the Trustee and
transferred to (a) the Rebate Fund, to the extent required under the Indenture or (b) the Payment
Fund.]

(c) (The Authonty may replace all or a portion of the Reserve Requirement, if

originally funded with cash, with one or more Surety Bonds. Upon deposit of any Surety Bond
with the Trustee, the Trustee shall transfer to the Acquisition Fund from amounts in the Reserve
Fund an amount equal to the principal of the Surety Bond, which principal shall comprise the
Reserve Requirement hereunder, or make other transfers in accordance with a Written Direction
of the City.] ' : '

fIn any case where the Reserve Fund is funded with a combination of cash and a Surety
Bond, the Trustee shall deplete all cash balances before drawing on the Surety Bond. With
regard to replenishment, any available moneys provided by the City shall be used first to
reinstate the Surety Bond and second, to replenish the cash in the Reserve Fund in accordance
with subsection (&) of the Indenture. In the event the Surety Bond is drawn upon, the City shall
make payment of interest on amounts advanced under the Surety Bond after making any
payments pursuant to the Indenture. ]

[In the event the Surety Bond is scheduled to lapse or expire, the Trustee shall draw upon
such Surety Bond prior to its lapsing or expiring in the full amount of such Surety Bond, make
deposits from available Revenues to the Reserve Fund to increase the amount on deposit therein
to the Reserve Requirement or substitute such Surety Bond with a Surety Bond that satisfies the
requirements of the Indenture. ]

[In no event shall the City or the Authority be required to replace any Surety Bond
initially delivered hereunder with a similar instrument or with ca;h.]

(d) [In the event that the amount on deposit in the Reserve Fund at any time

falls below the Reserve Requirement or in the event of a draw on the Surety Bond deposited’



therein, the Trustee shall promptly notify the City and the Authority of such fact and the Trustee
shall promptly (A}i) withdraw the amount of such insufficiency from available Revenues on
deposit in the Payment Fund, and (ii) transfer such amount to the Reserve Fund or
(B)(i) withdraw an amount necessary to repay such drawing on the Surety Bond and related
expenses. Repayment of draws, expenses and accrued interest {collectively, “Policy Costs™)
shall commence in the first month following each draw, and each such monthly payment shall be
in an amount at least equal to 1/12 of the aggregate of Policy Costs related to such draw. No
deposit need be made in the Reserve Fund so long as the balance therein, taken together with
amounts available under any Surety Bond, at least equals the Reserve Requirement. Upon
receipt of written notice from the Trustee of a shortfall in the Reserve Fund, the City shall
promptly transfer to the Trustee from Net System Revenues an amount sufficient to restore the
balance on deposit in or credited to the Reserve Fund to the Reserve Requirement and to repay
any amounts then due to the provider of the Surety Bond, if any.]

Revenues
Pledge of Revenues.

(a) All Revenues and amounts on -deposit in the funds and accounts
established under the Indenture (other than amounts on deposit in the Rebate Fund) are
irrevocably pledged to the payment of the interest on and principal of the Bonds, but only as
provided in the Indenture, and the Revenues shall not be used for any other purpose while any of
the Bonds remain Qutstanding; provided, that out of the Revenues there may be allocated such
sums for such purposes as are expressly permitted by the Indenture. '

(b) To secure the pledge of the Revenues contained in the Indenture, the
Authority transfers, conveys and assigns to the Trustee, for the benefit of the Owners, all of the
Authority’s tights under the 2009A Supplement, including the right to receive Installment
Payments from the City, the right to receive any proceeds-of insurance maintained thereunder or
any condemnation award rendered with respect to the Refunded Components and the right to
" exercise any remedies provided therein in the event of a default by the City thereunder. The
Trustee hereby accepts said assignment for the benéfit of the Owners subject to the provisions of
the Indenture.

{c) The Trustee shall be entitled to and shall receive all of the 2009A
Installment Payments, and any 2009A Installment Payments collected or received by the
Authority shall be deemed to be held, and to have been collected or received, by the Authority as
agent of the Trustee and shall forthwith be paid by the Authority to the Trustee.

Receipt and Deposit of Revenues in the Payment Fund. To carry out and
effectuate the pledge contained herein, the Authority agrees and covenants that all Revenues
when and as received shall be received in trust hereunder for the benefit of the Owners and shall
be deposited when and as received in the Payment Fund. All Revenues shall be accounted for
through and held in trust in the Payment Fund, and the Authority shall have no beneficial right or
interest in any of the Revenues except only as herein provided.. All Revenues, whether received
by the Authority in trust or deposited with the Trustee as herein provided, shall nevertheless be
allocated, applied and disbursed solely to the purposes and uses hereinafter set forth in the
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Indenture, and shall be accounted for separately and apart from all other accounts, funds, money
or other assets of the Authority.

Maintenance of Accounts for Use of Money in the Payment Fund.

(a) All money in the Paytﬁent Fund shall be deposited by the Trustee in the
following respective special accounts within the Payment Fund in the following order of priority:

(1) Interest Account,
(1) Principal Account, and
(1)  Redemption Account.

All money in each of such Accounts shall be held in trust by the Trustee and shall be
applied, used and withdrawn only for the purposes authorized in the Indenture.

(b) On or before each Interest Payment Date, the Trustee shall transfer from
the Payment Fund and deposit in the Interest Account that amount of money that, together with
any money contained in the Interest Account, equals the aggregate amount of interest becoming
due and payable on all Outstanding Bonds on such Interest Payment Date. No deposit need be
made in the Interest Account if the amount contained in the Interest Account equals at least the
aggregate amount of interest becoming due and payable on all Outstanding Bonds on such
Interest Payment Date. All money in the Interest Account shall be used and withdrawn by the
Trustee solely for the purpose of paying the interest on the Bonds as it shall become due and

payable (including accrued interest on any Bonds redeemed prior to matunty)

{c) On or before each Pnn01pal Payment Date, the Trustee shall transfer from
the Payment Fund and deposit in the Principal Account that amount of money that, together with
any money contained in the Principal Account, equals the aggregate principal becoming due and
payable on all Outstanding Bonds. No deposit need be made in the Principal Account if the
amount contained therein is at least equal to the aggregate amount of principal become due and
payable on all Outstanding Bonds. All money in the Principal Account shall be used ‘and
withdrawn by the Trustee solely for the purpose of paymg the principal of the Bonds as. it shall
become due and payable.

(d) All money in the Redemption Account shall be held in trust by the Trustee
and shall be applied, used; and withdrawn either to redeem the Bonds pursuant to the Indenture.
~ Any moneys that, pursuant to the Agreement and the related provisions of any Supplements, are
to be used to redeem Bonds shall be deposited by the Trustee in the Redemption Account. The
Trustee shall, on the scheduled redemption date, withdraw from the Redemption Account and
pay to the Owners entitled thereto an amount equal to the redemphon price of the Bonds to be
redeemed on such date.

(e) Any delinquent Installment Payments' pledgéd to the Bonds shall be
applied first to the Interest Account for the immediate payment of interest payments past due and -
then to the Principal Account for immediate payment of principal payments past due on any
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Bond. Any remaining money representing delinquent Installment Payments pledged to Bonds
shall be deposited in the Payment Fund to be applied in the manner provided therein.

Investment of Moneys in Funds and Accounts. Moneys in the Acquisition Fund
shall be accounted for by the Comptroller and invested by the Treasurer in any legally pernmtted
investment, including but not limited to the pooled investment fund of the City. In the absence
of a Written Request of the City, the Trustee may invest moneys in the funds and accounts held
by the Trustee in Permitted Investments described in clause (8) of the definition thereof. - The
obligations in which moneys in the said funds and accounts are invested shall mature prior to the
date on which such moneys are estimated to be required to be paid out hereunder. For purposes
of determining the amount of deposit in any fund or account, all investiments credited to such
fund or account shall be valued at the lesser of market value or the cost thereof. The Trustee
shall' semiannually, on or before January 15 and July 15 of each year, and at such times as the
Authority shall deem appropriate; value the investments in the funds and accounts hereunder on
the basis of the lesser of market value or the cost thereof. Except as otherwise provided in the
Indenture, Permitted Investments representing an investment of moneys attributable to any fund
or account hereunder and all investment profits or losses thereon shall be deemed at all times to
be a part of said fund or account.

Additional Bonds

Execution and Delivery of Additional Bonds. In addition to the 2009A Bonds,
the Trustee shall, upon Written Request of the Authority, by a supplement to the Indenture,
establish one or more other series of Bonds secured by the pledge made under the Indenture
equally and ratably with any Bonds previously issued and delivered, in such principal amount as
shall be determined by the Authority, but only upon compliance with the provisions of the
Indenture, the requirements of the Agreement applicable to the incurrence of Parity or
Subordinated Obligations, as applicable, and any additional requirements set forth in the
applicable Supplemental Indenture, which are hereby made conditions precedent to the execution
and delivery of Additional Bonds: '

(a) No Event of Default shall have occurred and be then continuing;

(b) The Supplemental Indenture providing for the execution and delivery of
such Additional Bonds shall specify the purposes for which such Additional Bonds are then
proposed to be delivered, which shall be one or more of the following: (i) to provide moneys
needed to provide for Project Costs by depositing into the Acquisition Fund the proceeds of such
Additional Bonds to be so applied; (ii) to provide for the payment or redemption of Bonds-then
Outstanding hereunder, by depositing with the Trustee moneys and/or investments required for
such purpose under the defeasance provisions set forth in the Indenture; or (iii) to .provide
moneys needed to refund or refinance all or part of any other current or future obligations of the
City with respect to the funding of the Water System. Such Supplemental Indenture may, but
shall not be required to, provide for the payment of expenses incidental to such purposes,
including the Costs of Issuance of such Additional Bonds, capitalized interest with respect
thereto for any period authorized under the Code (in the case of Tax-Exempt Bonds) and, in the
case of any Additional Bonds intended to provide for the payment or redemption of existing
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Bonds, or other Obligations of the City, expenses incident to calling, redeeming, paying or
otherwise discharging the Obligations to be paid with the proceeds of the Additional Bonds;

(c) The Authority shall deliver or cause to be delivered to the Trustee, from
the proceeds of such Additional Bonds or from any other lawfully available source of moneys, an
amount (or a Surety Bond in an amount) sufficient to increase the balance in the Reserve Fund to
the Reserve Fund Requirement for all Bonds and Additional Bonds to be then Outstanding; .

(d) The Additional Bonds shall be payable as to principal on August 1 and as
to interest on February 1 and August | of each year during their term, except that the first interest
payment due with respect thereto may be for a period of not longer than twelve (12) months;

(e) Fixed serial maturities or mandatory sinking account payments, or any
combination thereof, shall be established in amounts sufficient to provide for the retirement of all
of the Additional Bonds of such Series on or before their respective maturity dates;,

() The aggregate principal amount of Bonds and Additional Bonds executed
and delivered hereunder shall not exceed any limitation imposed by law or by any Supplemental
Indenture; and

(g)  The Trustee shall be the Trustee for the Additional Bonds.

Nothing in the Indenture shall limit in any way the power and authority of the Authority
to incur other obligations payable from other lawful sources.

Proceedings for Exécution and Delivery of Additional Bonds. Whenever the
Authority shall determine to file its Written Request with the Trustee for the execution and
delivery of Additional Bonds, the Authority shall authorize the execution -and delivery of a -
Supplemental Indenture, specifying the aggregate principal amount and describing the forms of
Bonds and providing the terms, conditions, distinctive designétion, denominations, date, maturity
-date or dates, interest rate or rates (or the manner of determining same), Interest Payments and
payment dates, redemption provisions and place or places of payment of principal or redemption
price, if any, and interest represented by such Additional Bonds not inconsistent with the terms
of the Indenture. :

Before any series of Additional Bonds may be executed and delivered by the Trustee, the
Authority shall file the following documents with the Trustee:

(a) An executed copy of the applicable Supplemental Indenture;

(b) A statement of the ‘Authority to the effect that the requirements hereof
have been met; '

) In the case of a Series of Additional Bonds delivered for the purpose -
described in the Indenture, irrevocable instructions to the Trustee to give notice as provided in
the Indenture of redemption of all Bonds to be redeemed in connection therewith; and
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(d) An opinion or opinions of Bond Counsel, to the effect that the execution
and delivery of the Additional Bonds, the supplement to the Indenture and related supplements
or amendments have.been duly authorized by the Authority and meet the requirements of the
Indenture; and that the execution and delivery of such Additional Bonds will not, in and of
themselves, cause the interest on the Tax-Exempt Bonds to become mcluded within the gross
income for purposes of federal income taxation.

Covenants of Authority

Punctual Payment and Performance. The Authonty shall punctually pay the
interest and the principal to become due on every Bond issued hereunder in strict conformity
with the terms of the Indenture and of the Bonds, and shall faithfully observe and perform all the
agreements and covenants contained therein.

Rebate Fund.

(a) The Trustee shall maintain such accounts within the Rebate Fund as it is
instructed by the Authority as shall be necessary in order to comply with the applicable Tax
Certificate (which is incorporated herein by reference). The Trustee shall deposit moneys in the
Rebate Fund made available by the Authority and/or the City pursuant to a Written Request of
the City. All money at any time deposited in the Rebate Fund shall be governed by the Indenture
and the Tax Certificate and shall be held by the Trustee in trust, to the extent required to satisfy
the amount required to be rebated to the United States under the Code, and none.of the City, the
Corporation, Authority, the Trustee nor the Owners shall have any rights in or claims to such
money. The Trustee shall make information regarding the investments hereunder available to the
City, shall invest the Rebate Fund in Permitted Investments pursuant to a Written Request of the
City that is in conformity with the restrictions set forth in the Tax Certificate and shall deposit
income from such Permitted Investments immediately upon receipt thereof into the Rebate Fund.
The Trustee agrees to comply with all Written Requests of the City given in accordance with the
Tax Certificate,

(b) The City and the Authority shall make or cause to be made the rebate
computations respecting all Outstanding Bonds in accordance with the Tax Certificate, as
required by the Code, and shall provide to the Trustee written evidence that the computation of
the rebate requirement has been made along with a letter from an independent certified public
accountant or arbitrage consultant verifying the accuracy of such calculations. Upon a Written
Request of the City, the Trustee shall make deposits into the Rebate Fund from deposits by the
City so that the balance of the amount on deposit shall be equal to the rebate requirement. The
Trustee shall have no obligation to rebate any amounts required to be rebated pursuant to the
Indenture, other than from moneys held in the Rebate Fund or from other moneys provided to it
by the City on behalf of itself or the Authority.

(c) Not later than sixty (60) days after the end of the fifth Bond Year as
defined in the Tax Certificate and every five (5) years thereafter, the Trustee, upon receipt of a
Written Request of the City, shall pay to the United States part or all of the amounts in the
Rebate Fund, as so directed. Each payment shall be accompanied by a statement summarizing
the determination of the amount to be paid to the United States, as provided by the City. In
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addition, if the City so directs, then the Trustee shall deposit moneys into or transfer moneys out
of the Rebate Fund from or into such accounts or funds as directed by the Written Request of the
City. Any amounts remaining in the Rebate Fund following the final payment of the rebate
requirement shall be paid to the City. Money, including investment earnings, shall not be
transferred from the Rebate Fund except as provided in the Indenture.

(d) Notwithstanding any other provision the Indenture, the obligation to remit
the rebate requirement to the United States and to” comply with all other requirements of the
Indenture and the Tax Cez’tlﬁcate shall survive the defeasance or payment in full of the Tax—
Exempt Bonds.

(e) The Authority shall not use or permit any proceeds of the Tax-Exempt
Bonds or any. funds of the Authority, directly or indirectly, to acquire any securities or
obligations, and shall not take or permif to be taken any other action or actions, that would cause
any Tax-Exempt Bonds to be an “arbitrage bond” within the meaning of the Code or “federally
guaranteed” within the meaning of Section 149(b) of the Code and any applicable regulations
promuigated from time to time thereunder and under Section 103(c) of the Code. The Authority
shall observe and not violate the requirements of Section 148 of the Code and any such
applicable regulations. The Authority shall comply with all requirements of Sections 148 and
149(b)-of the Code to the extent applicable to the Tax-Exempt Bonds.

(f) The Authority specifi cally covenants to comply with the provisions and
procedures of the Tax Certificate.

(g) The Authority shall not use or permit the use of any proceeds of the Bonds
or any funds of the Authority, directly or indirectly, in any manner, and shall not take or omit to
take any action that would cause any Tax-Exempt Bonds to be treated as an obligation not
descnbed in Section 103(a) of the Code.

_ (h) Notwithstanding any provisions of the Indenture, if the Authority and the
City shall provide to the Trustee an opinion of Bond Counsel to the effect that any specified
action required under the Indenture is no longer required or that some further or different action
is required to maintain the exclusion from gross income for federal income tax purposes of
interest with respect to the Tax-Exempt Bonds, the Trustee, the Authority and the City may
conclusively rely on such opinion in complying with the requirements of the Indenture and the
covenants hereunder shall be deemed to be modified to that extent.

Accounting Records aud Reports. The Authority shall keep or cause to be Kept
proper books of record and accounts in which complete and correct entries shall be made of all
transactions relating to the receipts, disbursements, allocation and application of the Revenues,
and such books shall be available for inspection by the Trustee, at reasonable hours and under
reasonable conditions. Not more than 270 days after the close of each Fiscal Year, the Authority
shall furnish or cause to be furnished to the Trustee financial statements that include the Water
Utility Fund for the preceding Fiscal Year, prepared in accordance with generally accepted
accounting principles, together with a report of an Independent Certified Public Accountant
thereon. For purposes of the Indenture, “financial statement” shall mean audited financial
statements, if available, or unaudited financial statements, if audited financial statements are not
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available and unaudited financial statements are available. The Authority shall also keep or
cause to be kept such other information as is required under the Tax Certificate.

The City’s Budgets. The Authority shall supply to the Trustee, as soon as
' pxacucable after the beginning of each Fiscal Year following the effectiveness of the applicable
City ordinance but in no event later than six months from the date of effectiveness of such
ordinance, a Certificate of the City certifying tHat the City has made adequate provision in its
annual budget for such Fiscal Year for the payment of all Parity Installment Payments,
Subordinated Installment Payments and all other Obligations due under the 2009A Supplement
and the Agreement in such Fiscal Year. If the amounts so budgeted are not adequate for the
payment of all Parity Installment Payments, Subordinated Instaliment Payments and all other
Obligations due under the Agreement in such Fiscal Year, the Authority shall take such action as
may be necessary and within its power to request such annual budget to be amended, corrected
or augmented by the City so as to include therein the amounts required to be paid by the City
from Net System Revenues in such Fiscal Year, and shall notify the Trustee of the proceedings
then taken or proposed to be by the Authority.

Continuing Disclosure.  The City has undertaken all responsibility for
compliance with continuing disclosure requirements, and accordingly the Authority shall have no
liability to the Owners of the Bonds or any other person with respect to S.E.C. Rule 15¢2-12, and
the City shall comply with and carry out all of the provisions of each continuing disclosure
certificate, each dated the date of the execution and delivery of each Series of Bonds. See the
caption in this Official Statement, “CONTINUING DISCLOSURE.” Notwithstanding any other
provision the Indenture, failure of the City to comply with a Continuing Disclosure Certificate
shall not be considered an Event of Default hereunder or under the Installment Purchase
Agreement; provided, that the Trustee may and, at the request of any participating underwriter or
the Owners of at least twenty-five percent (25%) in aggregate principal amount of the
Outstanding Bonds of any series, shall, or any Owner or Beneficial Owner of any of the Bonds
may, take such actions as may be necessary and appropriate, including seeking mandate or
specific performance by court order, to cause the City to comply with its obhgatlons under the
related Continuing Disclosure Certificate.

Amendment of Indenture
Amendment of Indenture.

(a) The Indenture and the rights and obligations of the Authority and of the all
Owners of the. Bonds may be amended at any time by a Supplemental Indenture, which shall
become binding when the written consents of the Owners of 51% in aggregate principal amount
of the Bonds then Outstanding, exclusive of Bonds disqualified as provided in the Indenture, are
filed with the Trustee. No such amendment shall (i) permit the creation by the Authority of any
pledge of the Revenues as provided herein superior to or on a parity with the pledge created
" hereby for the benefit of aniy Bond without the written consent of the Owner thereof; (1) modify
any rights or obligations of the Trustee without its prior written assent thereto; or (iii) modify
provisions respecting the time or amount of payments on any Bond, without the written. consent
of the Owner thereof.
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(b} - The Indenture and the rights and obligations of the Authority and of the

Owners may also be amended at any time by a Supplemental Indenture- which shall become

binding without the consent of any Owners of Bonds for any one or more of the following
purposes: .

(i) to make such provisions for the purpose of curing any ambiguity or

~of correcting, curing or supplementing any defective provision contained herein in regard to

questions arising hereunder that the Authority may deem desirable or necessary and not
inconsistent herewith and that shall not adversely affect the interests of the Owners; or

(i1) to make any other change or addition thereto that shall not
materially adversely affect the interests of the Owners, or to surrender any right or power
reserved herein o or conferred herein on the Authority; provided, however, that the Qwners shall
be given prompt notice of any such amendment and shall receive a copy of the final executed
Supplemental Indenture making such changes.

Disqualified Subordinared Bonds. Bonds owned or held by or for the account of
the Authority or the City shall not be deemed Outstanding for the purpose of any consent or
other action or any calculation of Outstanding Bonds provided in the Indenture, and shall not be
entitled to consent to or take any other action provided therein. :

Endorsement or Replacement of Bonds Aftei Amendment. After the effective
date of any action taken as described hereinabove, the Authority may determine that the Bonds
may bear a notation by endorsement in form approved by the Authority as to such action, and in
that case upon demand of the Owner of any Outstanding Bond and presentation of its Bond for
such purpose at the Corporate Trust Office of the Trustee, a suitable notation as to such action
* shall be made on such Bond. If the Authority shall determine that a Bond shall bear such a
notation by endorsement pursuant to the Indenture, a new Bond so modified shall be prepared
and executed, and upon demand of the Owner of any Outstanding Bond, such new Bond shall be
exchanged at the Corporate Trust Office of the Trustee w1th0ut cost to such Owner upon
surrender of such Bond. ‘

. Amendment by Mutual Consent. The provisions of the Indenture shall not
prevent any Owner from accepting any amendment as to the particular Bonds owned by h1m
provided that due notation thereof is made on such Bonds.

Events of Default and Remedies of Holders
Events of Default and Acceleration of Maturities.

_ (a) The following events shall constitute events of default under the
Indenture: :

(1) failure in the due and punctual payment of the interest on the
Bonds when and as the same shall become due and payable;
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(1) failure in the due and punctual payment of the principal of the
Bonds when and as the same shall become due and payable, whether at maturity as thercin
expressed or by proceedings for redemption; :

A (iii) ~ failure by the Authority in the performance of any of the other
agreements or covenants required in the Indenture to be performed by the Authority, as set forth
in the Indenture, and such default shall have continued for a period of 30 days after the Authority
and the City shall have been given notice in writing of such default by the Trustee or to the
Authority, the City and the Trustee by Owners of 25% or more of the aggregate principal amount
of the Bonds then Outstanding; or

(iv) if any event of default shall have occurred and be continuing under
Section 8.01 of the Agreement; or :

(v) if the Authority shall file a petition or answer secking arrangement
or reorganization under the federal bankruptcy laws or any other applicable law of the United
States of America or any state therein, or if under the provisions of any other law for the relief or
aid of debtors any court of competent jurisdiction shall assume custody or control of the
Authority or of the whole or any substantial part of its property.

(b) If one or more Events of Default shall occur, then and in each and every
such case during the continuance of such Event of Default, the Trustee may by notice in writing
to the Authority and the City, declare the principal of all Bonds then Outstanding and the interest
accrued thereon to be due and payable immediately. Upon any such declaration, the same shall
become due and payable, anything contained in the Indenture or in the Bonds to the contrary
notwithstanding. These provisions are subject to the condition that if at any time after the entire
principal amount of the unpaid Bonds and the accrued interest thereon shall have been so
declared due and payable and before any judgment or decree for the payment of the moneys due
shall have been obtained or entered, there shall be deposited with the Trustee a sum sufficient to
pay the unpaid principal amount of the Bonds due prior to such declaration and the accrued
interest thereon, with interest on such overdue installments at the rate or rates applicable thereto
in accordance with their terms, and the reasonable fees and expenses of the Trustee, and any and
all other defaults known to the Trustee (other than in the payment the entire principal amount of
the unpaid Bonds and the accrued interest thereon due and payable solely by reason of such
declaration) shall have been made good or cured to the satisfaction of the Trustee or provision
deemed by the Trustee to be adequate shall have been made therefor, then and in every such case
the Trustee, by written notice to the City and the Authority, may rescind and annul such
declaration and its consequences; but no such rescission and annulment shall extend to or shall
affect any subsequent default or shall impair or exhaust any right or power consequent thereon,

Proceedings by Trustee. Upon the occurrence and continuance of any Event of
Default, the Trustee in its discretion may, and at the written request of Owners of 51% or more in
aggregate principal amount of Bonds Outstanding shall (but only to the extent indemnified to its
satisfaction from fees and expenses, including attorneys’ fees), do the following:

(a) by mandamus, or other suit, action or proceeding at law or in equity,
enforce all rights of the Owners and require the' Authority to enforce all rights of the Owners of
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the Bonds, including the right to require the Authority to receive and collect Revenues and to
enforce its rights under the Agreement and to require the Authority to carry out any other
covenant or agreement with Owners of Bonds and to perform its duties hereunder;

(b) | bring sﬁit upon the Bonds;

() by action or suit in eqmty enjoin any acts or thmgs that may be unlawful
or in violation of the rights of the Owners; and

(d) as a matter of _right, have receivers appointed for the Revenues and the
issues, earnings, income, products and profits thereof, pending such proceedings, with such
powers as the court making such appointment shall confer.

Effect of Discontinuance or Abandonment. In case any proceeding taken by the
Trustee on account of any-default or Event of Default shall have been discontinued or abandoned
for any réason, or shall have been determined adversely to the Trustee, then and in every such
case, the Authority, the Trustee and the Owners shall be restored to their former positions and
rights under the Indenture, respectively, and all rights, remedies and powers of the Trustee shall
continue as though no such proceeding had been taken.

Rights of Owners.

(a) Anything in the Indenture to the contrary notwithstanding and subject to
the limitations and restrictions as to the rights of the Owners in the Indenture, upon the
occurrence and continuance of any Event of Default or the Owners of 51% or more in aggregate
principal amount of the Bonds then Outstanding shall have the right upon providing the Trustee
security and indemnity reasonably satisfactory to.it against the costs, expenses, and liabilities to
be incurred therein or thereby, by an instrument in writing executed and delivered to the Trustee,
~ to direct the method and place of conducting all remedial proceedmgs to be taken by the Trustee
under the Indenture.

(b) - The Trustee may refuse to follow any direction that conflicts with law or
the Indenture or that the Trustee determines is prejudicial to rights of other Owners or would
subject the Trustee to personal liability.

Restrictions on Owners’ Actions.

(a) In addition to the other restrictions on the nghts of Owners to request
action upon the occurrence of an Event of Default and to enforce remedies set forth-in the
Indenture, no Owner of any of the Bonds shall have any right to institute any suit, action or
proceeding in equity or af law for the enforcement of any trust under the Indenture, or any other
remedy under the Indenture or on said Bonds, unless:

(1) such Owner previously shall have given to the Trustee written
notice of an Event of Default as provided in the Indenture; and

) (i1) the Owners of 51% or more in aggregate principal amount of the
Bonds then Outstanding shall have made written request of the Trustee to institute any such suit,
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action, proceeding or other remedy, after the right to exercise such powers or rights of action, as
the case may be, shall have accrued, and shall have afforded the Trustee a reasonable opportunity
either to proceed to exercise the powers granted in the Indenture, or to institute such action, suit
or proceeding in its or their name; and

(iti)  there shall have been offered to the Trustee security and indemnity
satisfactory to it against the costs, expenses and liabilities to be incurred therein or thereby; and

_ _(iv) the Trustee shall not have complied with such request within a
reasonable time. ‘

{b) Such notification, request and offer of indemnity are hereby declared in
every such case, at the option of the Trustée, to be conditions precedent to the execution of the
trusts of the Indenture or for any other remedy under the Indenture. It is understood and
intended, subject to the Indenture, that no one or more Owners of the Bonds shall have any right
in any manner whatever by his or their action to affect, disturb or prejudice the security of the
Indenture, or to enforce any right under the Indenture or under the Bonds, except in the manner
therein provided, and that all proceedings at law or in equity shall be instituted, and maintained.
in the manner therein provided, and for the equal benefit of all Owners of Outstanding Bonds.

Power of Trustee fo Enforce. All rights of action under the Indenture or under
any of the Bonds secured by the Indenture which are enforceable by the Trustee may be enforced
by it without the possession of any of the Bonds, or the production thereof at the trial or other
proceedings relative thereto. Any such suit, action or proceedings instituted by the Trustee shall
be brought in its own name, as Trustee, for the equal and ratable bencﬁt of the Owners of the
Bonds, subject to the provisions of the Indenture.

Remedies Not Exclusive. No remedy in the Indenture conferred upon or reserved
to the Trustee or to the Owners of the Bonds is intended to be exclusive of any other remedy or
remedies, and each and every such remedy shall be cumulative, and shall be in addition to every
other remedy given under the Indenture or now or hereafter existing at law or in equity or by

-statute. ‘

. Waiver of Events of Default; Effect of Waiver,

(a)  The Trustee shall waive any Event of Default under the Indenture and its
consequences and rescind any declaration of acceleration, upon the written request of the Owners
of 67% or more of the QOutstanding Bonds. 1f any Event of Default shall have been waived as -
_provided in the Indenture, the Trustee shall promptly give written notice of such waiver to the
Authority and shall give notice thereof by first class mail, postage prepaid to all Owners of
Outstanding Bonds if such Owners had previously been given notices of such Event of Default.
No such waiver, rescission and annulment shall extend to or affect any subsequent Event of
Default, or impair any right or remedy consequent thereon.

(b) No delay or omission_ of the Trustee or any Owner of the Bonds to
exercise any right or power accruing upon any default or Event of Default shall impair any such
right or power or shall be construed to be a waiver of any such default or Event of Default or an
acquiescence therein. Every power and remedy given by the Indenture to the Trustee or the
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Owners of the Bonds, respectively, may be exercised from time to time and as often as may be
deemed expedient.

_ Application of Moneys.

(a) Any moneys received by the Trustee pursuant to the Indenture, together

" with any moneys that upon the occurrence of an Event of Default are held by the Trustee in any
of the funds and accounts hereunder (other than the Rebate Fund and other than moneys held for
Bonds not presented for payment) shall, after payment of all fees and expenses of the Trustee,
and the fees and expenses of its counsel, be applied as follows:

7 (1) Unless the principal of all of the Outstanding Bonds shall be due
and payable: ' :

: (1) — To the payment of the Owners of all installments of
interest then due on the Bonds, in the order of the maturity of the installments of such interest
and, if the amount available shall not be sufficient to pay in full any particular installment, then
to the payment ratably, according to the amounts due on such mstallment to the Owners, without
any discrimination or privilege;

: (i) - To the payment of the Owners of the unpaid principal of
any of the Bonds that shall have become due (other than Bonds matured or called for redemption
for the payment of which moneys are held pursuant to the provisions of the Indenture), in the
order of their due dates and, if the amount available shall not be sufficient to pay in full the
principal of and premium, if any, on such Bonds due on any particular date, then to the payment
ratably, according to the amount due on such date, to the Owners without any discrimination;
and

_ (i) - To be held for the payment to the Owners as the same
shall become due of the principal of and interest on the Bonds, that may thereafter become due
either at maturity or upon call for redemption prior to maturity and, if the amount available shall
not be sufficient to pay in full such principal and premium, if any, due on any particular date,
together with interest then due and owing thereon, payment shall be made in accordance with the
Indenture.

(i1) 1f the principal of all of the Outstanding Bonds shall be due and
payable, to the payment of the principal and interest then dué and unpaid upon the Outstanding
Bonds without preference or priority of any of principal, or interest over the others or of any
installment of interest, or of any Outstanding Bond over any other Outstanding Bond, ratably,
according to the amounts due respectively for principal and interest, to the Owners without any
discrimination or preference except as to any difference in the respective amounts of interest
specified in the Outstanding Bonds. '

(b) Whenever moneys are to be applied pursuant to the provisions of the
Indenture, such moneys shall be applied at such times, and from time to time, as the Trustee shall
determine, having due regard to the amount of such moneys available for application and the
likelihood of additional moneys becoming available for such application in the future. The
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Trustee shall give, by mailing by first-class mail as it may deem appropriate, such notice of the -
deposit with 1t of any such moneys.

Defeasance

If the Authority shall pay or cause to be paid to the Owners of all Outstanding Bonds the
interest thereon and the principal thereof and the premiums, if any, thereon at the times and in
the manner stipulated therein, then the Owners of such Bonds shall cease to be entitled to the
pledge of the Revenues as provided herein, and all agreements, covenants and ‘other obligations
of the Authority to the Owners of such Bonds shall cease, terminate and become void and be
discharged and satisfied. In such event, the Trustee shall execute and deliver to the Authority all
such instruments as may be necessary or desirable to evidence such discharge and satisfaction,
and the Trustee shall pay over or deliver to the Authority all money or securities or other
property held by it pursuant hereto that are not required for the payment of the interest on and
principal of and redemption premiums, if any, on such Bonds.

Subject to the provisions of the above paragraph, when any of the Bonds shall have been
paid and if, at the time of such payment, the Authority shail have kept, performed and observed
all the covenants and promises in such Bonds and in the Indenture required or contemplated to be
kept, performed and observed by the Authority or on its part on or prior to that time, then the
Indenture shall be considered to have been discharged in respect of such Bonds and such Bonds
shall cease to be entitled to the lien of the Indenture and such lien and all agreements, covenants,
and ‘other obligations of the Authority therein shall cease, terminate and become void and be
discharged and satisfied as to such Bonds.

Notwithstanding the satisfaction and discharge of the Indenture or the discharge of the
Indenture in respect of any Bonds, those provisions of the Indenture relating to the maturity of
the Bonds, interest payments and dates thereof, exchange and transfer of Bonds, replacement of
mutilated, destroyed, lost or stolen Bonds, the safekeeping and cancellation of Bonds,
nonpresentment of Bonds, and the duties of the Trustee in connection with all of the foregoing,
remain in effect and shall be binding upon the Trustee and the Owners of the Bonds and the
Trustee shall continue to be obligated to hold in trust any moneys or investments then held by the
Trustee for the payment of the principal of, redemption premium, if any, and interest on the
Bonds, to pay to the Owners of Bonds the funds so held by the Trustee as and when such
. payment becomes due. - Notwithstanding the satisfaction and discharge of the Indenture or the
~discharge thereof in respect of any Bonds, those provisions of the Indenture relating to the

compensation of the Trustee shall remain. in effect and shall be binding upen the Trustee and the
Authority. '

Any Outstanding Bonds shall prior to the maturity date or redemption date thereof be
deemed to have been paid for purposes of the Indenture if: (1} in case any of such Bonds are to be
redeemed on any date prior to their maturity date, the Authority shall have given to the Trustee in
form satisfactory to it irrevocable instructions to mail, on a date in accordance with the
provisions, of the Indenture, notice of redemption of such Bonds on said redemption date, said
notice to be given in accordance with the Indenture; (ii) there shall have been deposited with the
Trustee either (A) money in an amount which shall be sufficient; or (B) Federal Securities of
which are not subject to redemption prior to maturity except by the holder thereof (including any
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. such Permitted Investments issued or held in book-entry form on the books of the Department of
the Treasury of the United States of America) and/or Pre-Refunded Municipals, the interest on
and principal of which when due, and without any reinvestment thereof, will provide money that,

together with the money, if any, deposited with the Trustee at the same time, shail, as verified by
an independent certified public accountant or other independent financial consultant acceptable
to the Trustee, be sufficient, to pay when due the interest to become due on such Bonds on and
prior to the maturity date or redemption date thereof, as the case may be, and the principal of and
interest on such Bonds; and; (iil) in the event such Bonds are not by their terms subject to
redemption within the next succeeding 60 days, the Authority shall have given the Trustee in
form satisfactory to it irrevocable instructions to mail as soon as practicable, a notice to the
Owners of such Bonds. and to the Securities Depositories and the Information Services that the
deposit required by clause (ii) above has been made with the Trustee and that such Bonds are
deemed to have been paid in accordance with the Indenture and stating the maturity date or
redemption date upon which money is to be available for the payment of the principal of and
interest on such Bonds.

INSTALLMENT PURCHASE AGREEMENT

The Installment Purchase Agreement (herein, the “Agreement™) sets forth certain terms
and conditions of the purchase of the Project by the City. Certain definitions under and
provisions of the Installation Purchase Agreement are given and summarized below. Other
provisions are summarized in the Official Statement under the captlon “SECURITY FOR THE
SERIES 2009A BONDS.” :

Accountant’s Report

The term “Accountant’s Report” means a report signed by an Independent Certified
Public Accountant.

Adjusted Debt Service

The term “Adjusted Debt Service” means, for any Fiscal Year, Debt Service.on Parity
Obhgatlons for such Fiscal Year, minus an amount equal to earnings from investments in any
Reserve Fund securing Parity Obligations for such Fiscal Year.

Adjusted Net Svstem Revenues

The term “Adjusted Net System Revenues means, for any Flscal Year, the Net System
Revenues for such Fiscal Year, minus an amount equal to earnings from investments in any
Reserve Fund securing Parity Obligations for such Flscal Year.

Authorizing Ordinance

The term *“Authorizing Ordinance” means the ordinance pursuant to which the
Installment Purchase Agreement was authorized and any additional ordinance or official
authorizing act of the council of the City approving execution and delivery of any Supplement to
the Agreement or any Issuing Instrument.
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Balloon Indebtedness

The term “Balloon Indebtedness” means, with respect to any Series of Obligations
twenty-five percent (25%) or more of the principal of which matures on the same date or within
a 12-month period (with sinking fund payments on Term Obligations deemed to be payments of
matured principal), that portion of such Series of Obligations which matures on such date or
within such 12-month period; provided, however, that to constitute Balloon Indebtedness the
amount of indebtedness maturing on a single date or over a 12-month period must equal or
exceed 150% of the amount of such Series of Obligations which matures during any preceding
12-month period. For purposes of this definition, the principal amount maturing on any date
shall be reduced by the amount of such indebtedness which is required, by the documents
governing such indebtedness, to be amortized by prepayment or redemption prior to its stated
maturity date, ' '

Capaéitv Charge

The term “Capacity Charge” means a charge imposed-upon a person, firm, corporation or
other entity incident to the granting of a permit for a new water connection or due to an increase
in water usage by the addition of any type of dwelling, commercial or industrial unit, which
charge is based upon an increase in water consumption as measured by equivalent dwelling
units, and the proceeds of which are used to construct, improve and expand the Water System to
accommodate the additional business of such added dwellings or commercial or industrial units.

Consultant

The term “Consultant” means the consultant, consulting firm, engineer, architect,
engineering firm, architectural finn, accountant or accounting firm retained by the City to
perform acts or carry out the duties provided for such consultant in the Agreement. Such
consultant, consulting firm, engineer, architect, engineering finm or architectural firm shall be
nationally recognized within its profession for work of the character required. Such accountants
or accounting firm shall be independent certified public accountants licensed to practice in the
State.

Credit Provider

The term “Credit Provider” means any municipal bond insurance company, bank or other
financial institution or organization which is performing in all material respects its obligations
under any Credit Support Instrument for some or all of the Parity Obligations.

Credit Provider Reimbursement Ohligations

The term “Credit Provider Reimbursement Obligations” means obligations of the City to
repay, from Net System Revenues, amounts advanced by a Credit Provider as credit support or
hiquidity for Parity Obligations, which obligations shall constitute Parity Obligations or
Subordinated Obligations, as designated by the City.
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Credit Support lustrument

The term “Credit Support Instrument” means a policy of insurance, a letter of credit, a
standby purchase agreement, revolving credit agreement or other credit arrangement pursuant to
which a Credit Provider provides credit support or liquidity with respect 1o the payment of
interest, prmc*.lpal or the purchase price of any Parity Obligations.

Debt Serwce

With regard to the issuance of Parity Obligations, the term “Debt Service” means, for any
Fiscal Year, the sum of (a) the interest payable during such Fiscal Year on all Outstanding Parity
Obligations, assuming that all Outstanding Serial Parity Obligations are retired as scheduled and
that all Outstanding Term Parity Obligations are redeemed or paid from sinking fund payments
as scheduled (except to the extent that such interest is to be paid from the proceeds of sale of any

~ - Parity Obligations), (b) that portion of the principal amount of all Outstanding Serial Parity

Obligations maturing on the next succeeding principal payment date which falls in such Fiscal
Year (excluding Serial Obligations which at the time of issuance are intended 1o be paid from the -
sale of a corresponding amount of Parity Obligations), (¢) that portion of the principal amount of
all Qutstanding Term Parity Obligations required to be redeemed or paid on any redemption date
which falls in such Fiscal Year (together with the redemption premiums, if any, thereon);
provided that, (1) as to any Balloon Indebtedness, Tender Indebtedness and Variable Rate
Indebtedness, interest thereon shall be calculated as provided in the definition of Maximum
Annual Debt Service and principal shall be deemed due at the nominal maturity dates thereof;
(2) the amount on deposit in a debt service reserve fund on any date of calculation of Debt
Service shall be deducted from the amount of principal due at the final maturity of the Parity
Obligations for which such debt service reserve fund was established and in each preceding year
until such amount is exhausted; (3) the amount of any interest payable on any Parity Obligation
for which there exists a Qualified Swap Agreement shall be the net amount payable by the City
as provided in subsection A(viit}(1) or (2), B{vii)(1) or (2), as applicable, of the definition of
Maximum Annual Debt Service; and (4) the amount of payments on account of Parity
Obligations which are redeemed, retired -or repaid on the basis of the accreted value due on the
scheduled redemption, retirement or repayment date shall be deemed principal payments, and
interest that is compounded and paid as part of the accreted value shall be deemed payable on the
scheduled redemption, retirement or repayment date, but not before.

With regard to the issuance of Subordinated Obligations, the term “Debt Service” means,
for any Fiscal Year, the sum of (a) the interest payable during such Fiscal Year on all
Outstanding Obligations, assuming that all Outstanding Serial Obligations are retired as
scheduled and that all Qutstanding Term Obligations are redeemed or paid from sinking fund

-payments as scheduled (except to the extent that such interest is to be paid from the proceeds of
sale of any Obligations), (b) that portion of the principal amount of all Qutstanding Serial
Obligations maturing on the next succeeding principal payment date which-falls in such Fiscal
Year (excluding Serial Obligations which at the time of issuance are intended to be paid from the
sale of a corresponding amount of other Obligations) (c) that portion of the principal amount of
all Outstanding Term Obligations required to be redeemed or paid on any redemption date which
falls in such Fiscal Year (together with the redemption premiums, if any, thereon) provided that,
(1) as to any Balloon Indebtedness, Tender Indebtedness and - Variable Rate Indebtedness,
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interest thereon shall be calculated as provided in the definition of Maximum Annua] Debt
Service and principal shall be deemed due at the nominal maturity dates thereof; (2) the amount
on deposit in a Reserve Fund on any date of calculation of Debt Service shall be deducted from
the amount of principal due at the final maturity of the Obligations for which such Reserve Fund
was established and in each preceding year, until such amount is exhausted; (3) the amount of
any interest payable on any Obligations for which there exists a Qualified Swap Agreement shall
be the net amount payable by the City as provided in paragraph A(vii)(1) or (2) or
paragraph B(viii)(1} or (2), as applicable, of the definition of Maximum Annual Debt Service;
and (4) the amount of payments on account of Obligations which dre redeemed, retired or repaid
on the basis of the accreted value due on the scheduled redemption, retirement or repayment date
shall be deemed principal payments, and interest that is compounded and paid as part of the

-accreted value thereof shall be deemed payable on the scheduled redemption, retirement or
repayment date, but not before. :

Default Rate

The term “Default Rate” means the Maximum Rate.

Defaulted Obligations

The term “Defaulted Obhg,atlons means Obhgatlons in respect of which an Event of
Default has occurred and is continuing.

Engineer’s Report

The term “Engineer’s Report” means a report signed by an Independent Engineer,

Event of Default

The term “Event of Default” means any occurrence or event described as in the
Agreement, as further described below.

Feasibility Report

The term “Feasibility Report” means a report of a Consultant with special expertise on
the construction and operation of water systems similar to the Water System delivered in
connection with the incurrence of Additional Obligations.

Fiscal Year

The term “Fiscal Year” means the period beginning on July 1 of each year and ending on
the next succcedmg June 30, or any other twelve-month period selected and designated as the
official Fiscal Year of the City.
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Independent Certified Public Accountant

‘ The term “Independent Certified Public Accountant” means any firm of certified public
accountants appointed by the City, and each of whom is independent pursuant to the Statement
on Auditing Standards No. 1 of the American Institute of Certified Public Accountants.

Independent Encineer

The term “Independent Engineer” means any registered engineer or-firm of registered
engineers of national reputation generally recognized to be well qualified in engineering matters
relating to water systems, appointed and paid by but not under the control of the City.

Installment Pavment Date

The term “Installment Payment Date” means any date on which an Installment Payment
is due as specified in the Agreement or determined pursuant to a Supplement,

Installment Pavments

_ The term “Installment Payments” means the Installment Payments scheduled to be paid
by the City under and pursuant to the Agreement and any Supplement.

Installment Paymént Oblieations

The term “Instaliment Payment Obligations” means Obligations 'éonsisting of or which
are supported in whole by Installment Payments. .

/

Issuing Instrument

The term “lssuing Instrument” shall mean any indenture, trust agreement, loan
agreement, lease, installment purchase agreement or the Agreement, including any Supplement
or other instrument under which Obligations are issued or created.

Law

The term “Law” means the Charter and all applicable laws of the State.

Maintenance and Qperation Costs of the Water System

The term “Maintenance and Operation Costs of the Water System” means (a) any
Qualified Take or Pay Obligation, and (b) the reasonable and necessary costs spent or incurred

by the City for maintaining and operating the Water System, calculated in accordance with

generally accepted accounting principles, including, without limitation, the costs of the purchase,
delivery or storage of water, the reasonable expenses of maintenance and repair and other

expenses necessary to maintain and preserve the Water System in good repair and working order,

and including administrative costs of the City attributable to the Water System, including the
Project and the Installment Purchase Agreement, salaries and wages of employees of the, Water
System, payments to such employees’ retirement systems (to the extent paid from System
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Revenues), overhead, taxes (if any), fees of auditors, accountants, attorneys or engineers and
insurance premiums, and including all other reasonable and necessary costs of the City or
charges required to be paid by it to comply with the terms of the Obligations, including the
Installment Purchase Agreement, including any amounts required to be deposited in the Rebate
Fund pursuant to a Tax Certificate, and fees and expenses payable to any Credit Provider (other
than in repayment of a Credit Provider Reimbursement Obligation), but excluding in all cases (1)
depreciation, replacement and obsolescence -charges or reserves therefor, (2) amortization of
intangibles or other bookkeeping entries of a similar nature, (3) costs of capital additions,
replacements, betterments, extensions or improvements to the Water System which under
generally accepted accounting principles are chargeable to a capital account or to a reserve for
depreciation, (4) charges for the payment of principal of and-interest on any general obligation
bond issued for Water System purposes, (5) charges for the payment of principal of and interest
on any debt service on account of any Obligation on a parity with or subordinate to the
Installment Payments, and (0} all payments made pursuant to any Qualified Swap Agreement.

Maximum Annual Debt Service
The term “Maximum Annual Debt Service” means,

(A)  with respect to Parity Obligations then Outstanding, the maximum amount of
principal and interest becoming due on the Parity Obligations in the then-current or any future
Fiscal Year, calculated by the City or by an Independent Certified Public Accountant in
accordance with the Installment Purchase Agreement and provided to the Trustee. For purposes
of calculating Maximum Annual Debt Service, the following assumptions shal] be used to
calculate the principal and interest becoming due in any Fiscal Year:

(i) in determining the principal amount due in each Fiscal Year, payments shall
{except to the extent a different subsection of this definition applies for purposes of determining
principal maturities or amortization) be assumed to be made in accordance with any amortization
schedule established for such debt, including the amount of any Parity Obligations which are or
have the characteristics of commercial paper and which are not intended at the time of issuance
to be retired from the sale of a corresponding amount of Parity Obligations, and including any
scheduled mandatory redemption or prepayment of Parity Obligations on the basis of accreted
value due upon such redemption or prepayment, and for such purpose, the redemption payment
or prepayment shall be deemed a principal payment; provided, however, that with respect to
Parity Obligations which are or have the characteristics of commercial paper and which are
intended at the time of issuance to be retired from the sale of a corresponding amount of other
Obligations, which other Obligations would not constitute Balloon Indebtedness, each maturity
thereof shall be treated as if it were to be amortized in substantially equal installments of
principal and interest over a term of 30 years, commencing in the year of such stated maturity; in
determining the interest due in each Fiscal Year, interest payable at a fixed rate shall (except to
the extent paragraph (A)(ii)- or (iii) of this definition apphes) be assumed to be made at such
fixed rate and on the required payment dates;

(iiy  if all or any portion or portions of an Qutstanding Series of Parity Obligétions
constitute Balloon™ Indebtedness or if all or any portion or portions of a Series of Parity
Obligations or such payments then proposed to be issued would constitute Balloon Indebtedness,
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then, for purposes of determining Maximum Annual Debt Service, each maturity which
constitutes Balloon Indebtedness shall be treated as if it were to be amortized in substantially
equal annual installments of principal and interest over a term of 30 years, commencing in the
year the stated maturity of such Balloon Indebtedness occurs, the interest rate used for such
computation shall be determined as provided in paragraph (A)(iv) or (v) below, as appropriate,
and all payments of principal and interest becoming due prior to the vear of the stated maturity of
the Balloon Indebtedness shall be treated as described in paragraph (A)(i) above;

(iii}  if any Qutstanding Series of Parity Obligations constitutes Tender Indebtedness or
if Parity Obligations proposed to be issued would constitute Tender Indebtedness, then for
purposes of determining Maximum Annual Debt Service, Tender Indebtedness shall be treated as
if the principal amount of such Parity Obligations were to be amortized in accordance with the
amortization schedule set forth in the -Supplement or Issuing Instrument for such Tender
Indebtedness or in the. standby purchase or liquidity facility established with respect to such

"Tender Indebtedness, or if no such amortization schedule is set forth, then such Tender
- Indebtedness shall be deemed to be amortized in substantially equal-annual installments of
principal and interest over a term of 30 years commencing in the year in which such Series is
first subject to tender, the interest rate used for such computation shall be determined as provided
“in paragraph (A)(iv) or (v) below, as appropriate;

(iv) if any Outstanding Series of Parity Obligations constitutes Variable Rate
Indebtedness, the interest rate on such Obligations shall be assumed to be 110% of the daily
average interest rate on such Parity Obligations during the 12 months ending with the month
preceding the date of calculation, or such shorter period that such Parity Obligations shall have -
been Outstanding; provided that in the event that such Variable Rate Indebtedness has been
issued in connection with a Qualified Swap Agreement, the interest rate for purposes of
computing Maximum Annual Debt Service shall be determined by (1) calculating the annualized
net amount paid by the City under such Variable Rate Indebtedness and Qualified Swap
Agreement (after giving effect to payments made under the Variable Rate Indebtedness and
made and received by the City under the Qualified Swap Agreement) during the 12 months
ending with the month preceding the date of calculation, or such shorter period that such
Qualified Swap Agreement has been in effect, and (2) dividing the amount calculated in clause
(1) by the average daily balance of the related Parity Obligations Outslandmg durmg, the 12-
month peried contemplated by clause (1);

(v) if Parity Obligations proposed to be issued will be Variable Rate Indebtedness,
then such Parity Obligations shall be assumed to bear interest at 80% of the average Revenue
Bond Index during the calendar quarter preceding the calendar quarter in which the calculation is
made, or if that index is no longer published, another similar index selected by the City, or if the
City fails to select a replacement index, an interest rate equal to 80% of the yield for outstanding
United States Treasury bonds having an equivalent maturity, or if there are no such Treasury
bonds having such maturities, 100% of the lowest prevailing prime rate of any of the five largest
commercial banks in the United States ranked by assets; provided that in the event that such .
Variable Rate Indebtedness will be issued in connection with a Qualified Swap Agreement, the
interest rate for purposes of computing Maximum Annual Debt Service shall be determined by
(1) calculating the net amount to be paid by the City under such Variable Rate Indebtedness and
Qualified Swap Agreement after giving effect to payments to be made under the Variable Rate
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Indebtedness and to be made and received by the City under the Qualified Swap Agreement) for
the period during which the Qualified Swap Agreement is to be in effect and for this purpose,
any variable rate of interest agreed to be paid thereunder shall be deemed to be the rate at which
the related Parity Obligation shall be assumed to bear interest, and (2) dividing the amount
calculated in clause (1) by the average principal amount of the related Parity Obligation to be
QOutstanding during the first Fiscal Year after the issuance of such Parity Obligation;

(vi)  if moneys or Permitted Investments have been deposited by the City into a
separate fund or account or are otherwise held by the City or by a fiduciary to be used to pay
principal of and/or interest on specified Parity Obligations, then the principal and/or interest to
be paid from such moneys, Permitted Investments or from the eamings thereon shall be
disregarded and not included in calculating Maximum Annual Debt Service; y

(vii) if Parity Obligations are Paired Obligations, the interest thereon shall be the
resulting linked rate or effective fixed rate to be paid with respect to such Paired Obligations; and

(vill) in the event that an agreement or commitment which, at the time of calculation, is -
a Qualified Swap Agreement is or is to be in effect with respect to a Parity Obligation which is
not Variable Rate Indebtedness, the interest rate of such Parity Obligation for putposes of -
calculating Maximum Annual Debt Service shall be calculated as follows:

(N for such a Qualified Swap Agreement which is in effect on the date of calculation,
the interest rate shall be calculated in the same manner as is specified in clause (iv) above for a
Qualified Swap Agreement issued in connection with Variable Rate Indebtedness which is
Outstanding on the date of calculation; and

(2)  for such a Qualified Swap Agreement which is not in effect on the date of
calculation, the interest rate shall be calculated in the same manner as is specified in clause {v)
above for a Qualified Swap Agreement to be issued 1n connection with Variable Rate
Iindebtedness to be Qutstanding after the date of calculation, and for this purpose, any variable
rate of interest agreed to be paid thereunder shall be assumed to be the rate assumed for Varlab]e
Rate Indebtedness described in clause (v) above

(B)  with regard to all Obligations then Outstanding, the maximum amount of
principal and interest becoming due on the Obligations in the then-current or any future Fiscal
Year, calculated by the City or by an Independent Certified.Public Accountant in accordance
with this subsection and provided to the Trustee. For purposes of calculating Maximum Annual
Debt Service, the following assumptions shall be used to calculate the principal and interest
becoming due in any Fiscal Year: :

(1) in determining the principal amount due in each Fiscal Year, payments shall
(except to the extent a different subsection of this definition applies for purposes of determining
principal maturities or amortization) be assumed to be made in accordance with any amortization
schedule established for such debt, including the amount of any Obligations which are or have .
the characteristics of commercial paper and which are not intended at the time of issuance to be
retired from the sale of a corresponding amount of Obligations, and including any scheduled
mandatory redemption or prepayment of Obligations on the basis of accreted vatue due upon
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such redemption or prepayment, and for such purpose, the redemption payment or prepayment
shall be deemed a principal payment; provided, however, that with respect to Obligations which
are or have the characteristics of commercial paper and which are intended at the time -of
issuance to be retired from the proceeds of sale of a corresponding amount of other Obligations,
and which would not constitute Balloon Indebtedness, each maturity thereof shall be treated as if .
it were to be amortized in substantially equal installments of principal and interest over a term of
30 years, commencing in the year of such stated maturity; in determining the interest due in each
Fiscal Year, interest payable at a fixed rate shall (except to the extent paragraph (B)(ii) or (iii} of
this definition apphes) be assumed to be made at such fixed rate and on the required payment
dates;

. (i1)  ifall or any portion or portions of an Outstanding Series of Obligations constitute
Balloon Indebtedness or if a]l or any portion or portions of a Series of Obligations or such
payments then proposed to be issued would constitute Balloon Indebtedness, then, for purposes
of determining Maximum Annual Debt Service, each maturity which constitutes Balloon
Indebtedness shall be treated as if it were to be amortized in substantlally equal annual
installments of principal and interest over a term of 30 years; commencing ‘in the year the stated
maturity. of such Balloon Indebtedness occurs, the interest rate used for such computation shall
be determined as provided in paragraph (B)(iv) or (v) below, as appropriate, and all payments of
principal and interest becoming due prior to the year of the stated maturity of the Balloon
Indebtedness shall be treated as described in paragraph (B)(i) above;

(iii}  if any Outstanding Series of Obligations constitutes Tender Indebtedness or if
Obligations proposed to be issued would constitute Tender Indebtedness, then for purposes of
determining Maximum Annual Debt Service, Tender Indebtedness shall be treated as if the
principal amount of such Obligations were to be amortized in accordance with the amortization '
schedule set forth in the Supplement or Issuing Instrument for such Tender Indebtedness or in
the standby purchase or liquidity facility established with respect to such Tender Indebtedness, or
if no such amortization schedule is set forth, then such Tender Indebtedness shall be deemed to
be amortized in substantially equal annual installments of prmc1pal and interest over a term of 30
years, commencing in the year in which such Obligations are first subject to tender, the interest
- rate used for such computation shall be determined as provided in paragraph (B)(iv) or (v).
below, as appropriate;, ' ‘

(iv)  if any Outstanding Series of Obligations constitute Variable Rate Indebtedness,
the interest rate on such Series of Obligations shall be assumed to be 110% of the daily average
intérest rate on such Series of Obligations during the 12 months ending with the month preceding
the date of calculation, or such shorter period that such Series of Obligations shall have been
Outstanding; provided, that in the event that such Variable Rate Indebtedness has been issued in
connection with a Qualified Swap Agreement, the interest rate for purposes of computing
Maximum Annual Debt Service shall be determined by (1) calculating the annualized net amount
paid by the City under such Variable Rate Indebtedness and Qualified Swap Agreement (after
giving effect to payments made under the Variable Rate Indebtedness and made and received by
the City under the Qualified Swap Agreement) during.the 12 months ending with the month
preceding the date of calculation, or such shorter period that such Qualified Swap Agreement has
been in effect, and (2) dividing the amount calculated in clause (1) by the average daily balance
of the related Obligations Qutstanding during the 12-month period contemplated by clause (1);
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(v) - if Obligations proposed to be issued will be Variable Rate Indebtedness, then such
Obligations shall be assumed to bear interest at 80% of the average Revenue Bond Index during
the calendar quarter preceding the calendar quarter in which the calculation is made, or if that
index is no longer published, another similar index selected by the City, or if the City fails to
select a replacement index, an interest rate equal to 80% of the yield for outstanding United
States Treasury bonds having an equivalent maturity, or if there are no such Treasury bonds.
having such maturities, 100% of the lowest prevailing prime rate of any of the five largest
commercial banks in the United States ranked by assets, provided, that if such Variable Rate
Indebtedness will be issued in connection with a Qualified Swap Agreement, the interest rate for
purposes of computing Maximum Annual Debt Service shall be determined by (1) calculating
the net amount to be paid by the City under such Variable Rate Indebtedness and Qualified Swap .
Agreement (after giving effect to payments to be made under the Variable Rate Indebtedness and
to be made and received by the City under the Qualified Swap Agreement) for the period during
~which the Qualified Swap Agreement is to be in effect and for this purpose, any variable rate of
interest agreed to be paid thereunder shall be deemed to be the rate at which the related -
Obligations shall be assumed to bear interest, and (2) dividing the amount calcuiated in clause
(1) by the average principal amount of the related Obligationsto be Outstanding during the first
Fiscal Year after the issuance of such Obligations;

(vi)  if moneys or Permitted Investments have been deposited by the City into a
separate fund or account or are otherwise held by the City or by a fiduciary to be used to pay
principal and/or interest on specified Obligations, then the principal and/or interest to be paid
from such moneys, Permitted Investments or from the eamings thereon shall be disregarded and
not included in calculating Maximum Annual Debt Service;

~ (vii) if Obligations are Paired Obligations, the interest thereon shall be the resulting
linked rate or effective fixed rate to be paid with respect to such Paired Obligations; and

{viii) in the event that an agreement or commitment which, at the time of calculation, is
" a Qualified Swap Agreement is or is to be in effect with-respect to an Obligation which is not
Variable Rate Indebtedness,  the interest rate of such Obligation for purposes of calculatmg:,
Maximum Annual Debt Service shall be calculated as follows:

I for such a Qua]if'ed Swap Agreement which is in effect on the date of calculation,
the interest rate shall be calculated in the same manner as is specified in clause (iv) above for a
Qualified Swap Agreement issued in connection with Variable Rate Indebtedness which is
Outstanding on'the date of calculation; and

(2) for such a Qualified Swap Agreement which is not in effect on the date of
calculation, the interest rate shall be calculated in the same manner as is specified in clause (v)
above for a Qualified Swap Agreement to be issued in connection with Variable Rate
Indebtedness to be Outstanding after the date of calculation, and for this purpose, any variable
~ rate of interest agreed to be paid thercunder shall be assumed to be the rate assumed for Variable
Rate Indebtedness described in clause (v) above.
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Maximum Rate

The term “Maximum Rate” means, on ‘any day, the maximum interest rate allowed by
law. ' '

Net Proceeds

The term “Net Proceeds” means, when used with respect to any insurance, self-insurance
© or condemnation, award, the proceeds from such award that are remaining after payment of all
- expenses (including attorneys’ fees) incurred in the collection of such proceeds.

'Net System Revenues

The term “Net System Revenues” means, for any Fiscal Year, the System Revenues for
such Fiscal Year, less the Maintenance and Operation Costs of the Water System for such Fiscal
Year.

Obligations

The term “Obligations” means (a) obligations of the City for money borrowed (such as
bonds, notes or other evidences of indebtedness) or as installment purchase payments under any
contract (including Installment Payments), or as lease payments under any financing lease

(determined to be such 'in accordance with generally accepted accounting principles), the
principal of and interest on which are payable from Net System Revenues; (b) obligations to
replenish any debt service reserve funds with respect to such obligations of the City;
(c) obligations secured by or payable from any of such obligations of the City; and
(d) obligations of the City payable from Net System Revenues under (1) any contract providing
for payments based on levels of, or changes in, interest rates, currency exchange rates, stock or
other indices, (2) any contract to exchange cash flows or a series of payments, or (3) any contract
to hedge payment, currency, rate spread or similar exposure, including but not limited to interest
rate swap agreements and interest rate cap agreements. '

Outstanding

_ The term “Outstanding,” when used as-of any particular time with respect to Obligations,
means all Obligations theretofore or thereupon executed, authenticated and delivered by the City
or any trustee or other fiduciary, excepr (a) Obligations theretofore cancelled or surrendered for
cancellation; (b} Obligations paid or deemed to be paid within the meaning of any defeasance
provisions thereof; (c) Obligations owned by the City; and (d) Obligations in lieu of or in
substitution for which other Obligations have been executed and delivered.

Owner

The term “Owner” means any person who shall be the registered owner of any certificate
or other evidence of a right to receive Installment Payments directly or as security for payment of
an Qutstanding Obligation.
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Paired Obligations

The term “Paired Obligations” shall mean any Series (or portion thereof) of Parity
Obligations designated as Paired Obligations in a Supplement or related Issuing Instrument or
other document authorizing the issuance or incurrence thereof, which are simultaneously issued
or incurred, {a) the principal and notional amount of each of which is of equal amount maturing
and to be prepaid or redeemed (or cancelled after acquisition thereof) on the same dates and in
the same amounts, and (b) the interest rates for which, taken together, result in an irrevocably
fixed interest rate obligation of the City for the term of such Paired Obligations.

As to Subordinated Obligations, the term “Paired Obligations,” as used in the definitions
of “Maximum Annual Debt Service” and “Variable Rate Indebtedness,” means any Series (or
portion thereof) of Subordinated Obligations which are simultaneously issued or incurred, (a) the
principal and notional amount of each of which is of equal amount maturing and to be prepaid or
redeemed (or cancelled after acquisition thereof) on the same dates and in the same amounts, and
(b) the interest rates for which, taken together, result in an irrevocably fixed interest rate
obligation of the City for the term of such Obligations.

Paritv Installment Obligation

The term “Parity Installment Obligation” means Obligations consisting of or payable
from Installment Payments which are not subordinated in right of payment to other Installment
. Payments.

Parity Obligations

The term “Parity Obhgatlons means (a) Parity Installment Obltgahons (b) Obligations,
the principal of and interest on which are payable on a parity with Parity Installment Obligations,
(c) Reserve Fund Obligations, and (d) payments due under Qualified Swap Agreements that do
not constitute termination or unwinding payments. :

Pavment Fund

The term “Payment Fund” means the fund des.ignated in the Issuing ]ﬁstrument as the
fund into which Installment Payments are to be deposited for the purposes of paying principal of
or interest on related Obligations.

Permitted Investments -

The term “Permitted Investments” means investments which pursuant to an Issuing
Instrument are permissible for the investment of funds received from the sale of Obligations
pursuant to the Issuing Document or from other funds held pursuant to the Issuing Document.”

Project: 1998 Project

The term “Project” means the construction, replacement and improvements to the Water
System described in Exhibit A thereto, as it may be modified from time to time in conformance
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with the Installment Purchase Agreement. The term “1998 Project” means the Components of
the Project initially financed under the Agreement.

Purchase Price

The term “Purchase Price” means the principal amount, plus interest thereon, owed by
the City to the Corporation under the terms hereof for the purchase of Project Components, as
" specified in the Agreement or in'a Supplement.

Qualified Swap Agreement

The term “Qualified Swap Agreement” means a contract or agreement, payable from Net
System Revenues on a parity with the related Series of Obligations, intended to place such
Obligations on the interest rate, currency, cash flow or other basis desired by the City, including,
without limitation, any interest rate swap agreement, currency swap agreement, forward payment
conversion agreement or futures contract, any contract providing' for payments based on levels
of, or changes in, interest rates, currency excharige rates, stock or other indices, any contract to
exchange cash flows or a series of payments, or any contract, including, without limitation, an
interest rate floor or cap, or an option, put or call, to hedge payment, currency, rate, spread or
similar exposure, between the City and a counterparty; provided that not less than 30 days prior
to the City’s execution of a Qualified Swap Agreement, each Rating Agency which then
maintains a rating with respect to any Parity Obligation, if the Qualified Swap Agreement relates
to Parity Obligations, or with respect to any Subordinated Obligations, if the Qualified Swap
Agreement relates to Subordinated Obhgat]ons receives notice in writing of the City’s pending
execution thereof.

Qualified Take or Pav Obligation

The term “Qualified Take or Pay Obligation” means the obligation of the City to make
use of any facility, property or services,.or some portion of the capacity thereof, or to pay
therefor from System Revenues, or both, whether or not such facilities, properties or services are
ever made available to the City for use, and there is provided to the City a certificate of the City
or .of an Independent Engineer to the effect that the incurrence of such obligation will not

adversely affect the ability of the City to comply with the prowsmns of the Installment Purchase:
Agreement.

Rate Stabilization Fund

The term “Rate Stabilization Fund” means the fund by that name established pursuant to
the Agreement. :

Rebate Requirement

The term “Rebate Requirement” shall have the meaning specified in any Tax Certificate.
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Reserve Fund

The term “Reserve Fund” shall refer to the fund by that name established under in an
Issuing Instrument or Supplement. S :

Reserve Fund Obligations |

‘The term “Reserve Fund Obligations” means the obligations of the City to pay amounts
~ advanced under any Reserve Fund Credit Facility entered info in accordance with the provisions
of the related Issuing Instrument or Supplement, which obligations shall constitute Parity
‘Obligations or Subordinated Obligations, as designated by the City:

. Reserve Fund Credit Facility

The term “Reserve Fund Credit Facility” shall mean a letter. of credit, line of credit,
surety bond, insurance policy or similar facility deposited in the Reserve Fund established under
an Issuing Instrument in lieu of or in partial substitution for cash or securities on deposit therein.

Reserve Requirement

The term “Reserve Requirement” shall have the meaning. given to such term in any
Issuing Instrument or Supplement. '

Revenue Bond Index

The term “Revenue Bond Index” means the Revenue Bond Index by that name published
from time to time in The Bond Buyer.

Secondary Purchase Fund

The term “Secondary Purchase Fund” means any fund by that name established pursuant
to the Agreement. ' '

Serial Obligations

The term “Sertal Obli gétions” means Obligations for which no sinking fund payments are
provided.

Serial Paritv Obligations

The term “Serial Parity Obligations” means Serial Obligations which are Parity
Installiment Payments or are payable on a parity with Parity Instaliment Obligations.

Series

The term “Series” means Obligations issued at the same time or sharing some other
common term or characteristic and designated as a separate Series.
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Subordinated Credit Provider

The term “Subordinated Credit Provider” means any municipal bond insurance company,

bank or other financial institution or organization which is performing in all respects its .

obligations under any Subordinated Credit Support lnstrument for some or all of the
Subordinated Obligations.

Suberdinated Credit Provider Reimbursement Obligations

The term “Subordinated Credit Provider Reimbursement Obligations” means obligations
of the City to repay, from Net System Revenues, amounts advanced by a Subordinated Credit
Provider as credit support or liquidity for Subordinated Obligations, which obligations shall
constitute Subordinated Obligations.

Subordinated Crgdit Support Instrument

The term “Subordinated Credit Support Instrument” means a policy of insurance, a letter
of credit, a standby purchase agreement, revolving credit agreement or other credit arrangement
pursuant to which a Subordinated Credit Provider provides credit support or liquidity with
respect to the payment of interest, prmmpal or the purchase price of any Subordinated
Obligations.

Subordinated Obligations

The term “Subordinated Obhgatlons means any Obligations, the payment of which is
subordinated i in right of payment to Parity Ob]lgat10ns '

Svstem Revenues

The term “System Revenues” means all income, rents, rates, fees, charges and other
moneys derived from the ownership or operation of the Water System, mcludmg, without
limiting the generality of the foregoing:

(a) all income, rents, rates, fees, charges, or other moneys derived by the City from
the water services or facilities, and commodities or byproducts, including hydroelectric power,
sold, furnished or supplied through the facilities of or in the conduct or operation of the business
of the Water System, and including, without limitation, investment earnings on the operating
reserves 1o the extent that the use of such earnings is limited to the Water System by or pursuant
to taw, and eamings on any Reserve Fund for Obligations, but only to the extent that such
earnings may be utilized under the Issuing Instrument for the payment of debt service for such
Obligations;

(b) standby charges and Capacity Chargesm derived from the services and facilities
“sold or supplied through the Water System,; -

) These items of System Revenue may not be used to pay Maintenance and Operation Costs of the Water Systen.
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{c) - the proceeds derived by the City directly or indirectly from the lease of a part of
the Water System; : '

(d) any amount received from the levy or collection of taxes which are solely
available and are earmarked for the support of the operation of the Water System;-

(e) amounts received under contracts or agreements with governmental or private
entities and designated for capital costs for the Water System;'” and

D _grants for maintenance and operations received from the United States of America
or from the State; provided, however, that System Revenues shall not include: (1) in all cases,
customers’ deposits or any other deposits or advances subject to refund until such deposits or
advances have become the property of the City; and (2) the proceeds of borrowings; but

(g) notwithstanding the foregoing, there shall be deducted from System Revenues any
. amounts transferred into a Rate Stabilization Fund as contemplated by the Installment Purchase
Agreement, and any amounts transferred from current System Revenues to the Secondary
Purchase Fund as contemplated by the Instaliment Purchase Agreement, and there shall be added
to System Revenues any amounts transferred out of such Rate Stabilization Fund or the
Secondary Purchase Fund to pay Maintenance and Operation Costs of the Water System.

Tax-Exempt Installment Payment Obligations

The term “Tax-Exempt Installment Payment Obligations” means Installment Payment
Obligations, the interest component of which is excluded from gross income pursuant to
Section 103 of the Code.

Tender Indebtedness

The term “Tender Indebtedness” means any Obligations or portions of Obligations, a
feature of which is an option, on the part of the holders thereof, or an obligation, under the terms
of such Obligations, to tender.all or a portion of such Obligations to the City, a Trustee or other
fiduciary or agent for payment or purchase and requiring that such Obligations or portions of
Obligations or that such rights to payments or portions of payments be purchased if properly
presented. Tender Indebtedness may consist of either Parity Obligations or Subordinated
Obligations.

Term Paritv Obligations

The term “Term Parity Obligations” means Term Obligations which are Parity
Installment Obligations or are payable on a parity with Parity Installment Obligations.

~

) These items of System Revenue may not be used to pay Maintenance and Operation Costs of the Water System.
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Ter‘m Obligations

The term “Term Obligations” means Obligations which are payable on or before their
specified maturity dates from sinking fund payments established for that purpose and calculated
to retire such Obligations on or before their specified maturity dates.

Variable Rate Indebtedness -

The term “Variable Rate Indebtedness” means any portion of indebtedness evidenced by
Obligations, the interest rate for which is subject to adjustment periodically through a
remarketing process or according to a stated published index for similar obligations in the
municipal markets, excluding Paired Obligations. Variable Rate Indebtedness may consist of
either Parity Obligations or Subordinated Obligations.

Wat_er Service

The term “Water Service” means the collection, conservation, production, storage, -
~ treatment, transmission, furnishing and dlstnbutlon services made available or provided by the
Water System

Water Utility Fund

The term “Water Utility Fund” means the fund by that name. established under the
Charter. '

Acquisition and Construction of the Project

Acquisition and Construction of the Project; Components {a) The Corporation
agrees to cause the Project to be constructed, acquired and installed by the City, as agent of the
Corporation. The City shall enter into contracts and provide for, as agent of the Corporation, the
complete construction, acquisition and installation of the Project. The City:agrees that it will
cause the construction, acquisition and installation of the Project to be diligently performed.

(a) It is expressly understood and agreed that, except to the extent of proceeds
of Obligations which are deposited in an Acquisition Fund, the Corporation shall be under no
lhability of any kind or character whatsoever for the payment of any cost of any Components. In
the event the proceeds of Obligations deposited in an Acquisition Fund are insufficient to
complete the construction, acquisition and installation of the designated Components, the City
- shall cause to be deposited in such Acquisition Fund (or shall otherwise appropriate and
encumber) from and to the extent of available amounts on deposit in the Water Utility Fund (or
other lawfully available moneys) an amount equal to that necessary to complete the construction,
acquisition and installation of such Components. '

(b) The Corporation will not undertake to cause any Component of the Project
to be constructed, acquired or installed unless and until the City and the Corporation have
entered into a Supplement specifying the Components of the Project to be installed, the date of
completion, the purchase price to be paid by the City hereunder for that Component of the
Project, and the Installment Payments or the method of calculating Installment Payments,

E-45

00687



Changes to the Project. (a) From time to time and at any time, subject to the
restrictions set forth in paragraph (b) below, the City may modify. or amend the description of the
Project, to eliminate any part thereof and/or to add or substitute another Component or
Components, all without obtaining any consent, by filing an amended Exhibit A with the
Corporation and the Trustee under the related Issuing Instrument; provided however, that no
such amendment shall add or substitute a. Component or Components which are not to be
accounted for as an asset of the Water Utility Fund or shall in any way impair the obligations of
the City contained in any Supplement executed and delivered prior to any such amendment.

(b) The City may substitute other limprovcments for those listed as
Components in any Supplement, but only if the City first files with the Corporatlon and the
Trustee a certificate of an Authorized City Representative:

(1) identifying the Components to be substituted and the Components
they replace;

(ii) stating that the substituted Components will be accounted for as an
asset of the Water Utility Fund; and

(iif)  stating that with respect to Components financed with Tax-Exempt
Installment Payment Obligations, the estimated costs of construction, acquisition and
installation of the substituted improvements are not léss than such costs for the
improvements previously included in such Supplement, that any excess amounts will be
applied to the payment of principal evidenced by the related Obligations or any
Additional Obligations, and that said substitution will not violate any provision of the
related Tax Certificate.

(c) Substituted Components may include or consist of an undivided interest in
such Components, in which event the costs associated with the substituted Components.over and
above the undivided interest need not be deposited in the Acquisition Fund (or otherwise
appropriated and encumbered); provided, however, that the certificate of an” Authorized City
Representative specifies that the funds necessary to complete the substituted Components are on
deposit in the Acquisition Fund or otherwise appropriated and encumbered.

Installment Payments

Purchase Price. {(a) The City will pay the Purchase Price for any Components
being purchased as provided in a Supplement. The Purchase Price to be paid by the City to the
Corporation pursuant to any Supplement hereto, solely from Net System Revenues and from no
other sources, is the sum of the principal amount of the City’s obligations under such
Supplement plus the interest to accrue on the unpaid balance of such principal amount from the
effective date thereof over the term thereof, subject to prepayment as provided therein.

()] The principal amount of the Installment Payments to be made by the City
under a Supplement shall be paid at least three Business Days prior to the date such Installment
Payments are payable as specified in such Supplement or at such other earlier time or times and
in the manner or manners as specified in such Supplement. In the event the principal amount of
an Installment Payment is not paid by the date the same is due and payable as specified in such
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Supplement, the same shall bear interest at the Default Rate, commencing on the day the same as
due, to, but not including, the payment date. ‘

(€) The interest to accrue on the unpaid balance of such principal amount shall
be paid at least three Business Days prior to the date such interest is payable as specified in a
Supplement or at such other earlier time or times as specified in such Supplement, and shall be
paid by the City as and constitute interest paid on the principal amount of the City’s obligations
thereunder. Interest shall be payable in an amount not exceeding the Maximum Rate at the time
of incurring such obligation, at such intervals and according to such interest rate formulas as
shall be specified in a Supplement or by reference to any Issuing Instrument to which such
Supplement relates, and shall be payable with such frequency as shall be specified therein. In the
event that interest is not paid by the date such interest is payable, to the extent permitted by
applicable law, such interest shall thereafter bear interest at the Default Rate, commencing on the
day the same is due, to, but not including, the payment date.

Instaliment Payments; Reserve Fund Payments. (a) The City shall, subject to
any rights of prepayment provided for in a Supplement, pay to the Corporation, solely from Net
System Revenues and from no other sources, the Purchase Price in Instaliment Payments over a
period not to exceed the maximum period permitted by law, all as specified in a Supplement.

(b) In the event that a Trustee notifies the City that the amount on deposit in a
Reserve Fund or Reserve Account is less than the Reserve Requirement, the Cityshall deposit or
cause to be deposited, solely from Net System Revenues in accordance with the Agreement, in
such Reserve Fund or Reserve Account such amounts on a monthly basis as are necessary to
increase the amount on deposit therein to the Reserve Requirement in the ensuing twelve
months.

{c) The obligation of the City to make the Installment Payments solely from
Net System Revenues is-absolute and unconditional, and until such time as the Purchase Price
shall have been paid in full (or provision for the payment thereof shall have been made pursuant
to the Agreement), the City will not discontinue or suspend any Installment Payments required to
be made by it under the Agreement when due, whether or not the Project or any part thereof is
operating or operable or has been completed, or its use is suspended, interfered with, reduced or
curtailed or terminated in whole or in part, and such Installment Payments shall not be subject to
reduction whether by offset or otherwise and shall not be conditioned upon the performance or
nonperformance by any party of any agreement for any cause whatsoever.

System Revenues

Commitment of (]13 Net System Revenues. (a) All Parity Obligations, including
Parity Installment Payment Obligations, shall be secured by a first priority lien on and pledge of
Net System Revenues. The City grants such first priority lien on and pledge of Net System
Revenues to secure Parity Obligations. All Parity Obligations shall be of equal rank with each
other without preference priority or distinction of any Parity Obhgahons over any other Parlty
Obligations.
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(b) All Subordinated Obligations shall be secured by a second priority lien on
and pledge of Net System Revenues that is junior and subordinate to the lien on and pledge of
Net System Revenues securing Parity Obligations. The City grants such second priority lien on
and pledge of Net System Revenues to secure Subordinated Obligations. All Subordinated
Obligations shall be of equal rank with each other without preference, priority or distinction of
any Subordinated Obligations over any other Subordinated Obligations.

(c) The City represents and states that it has not granted any lien or charge on
any of the Net System Revenues except as provided herein; provided, however, that out of Net
System Revenues there may be apportioned such sums for such purposes as are expressly
permitted by the Agreement.

(d) - Nothing contained in the Installment Purchase Agreement shall affect the
ability of the City to grant liens on and pledges of the Net System Revenues that are subordinate
to the liens on and pledges of Net System Revenues for the benefit of Parity Obligations and
Subordinated Obligations contained therein. ‘ . :

Allocation of System Revenues. (a)lIn order to carry out and effectuate the
commitment and pledge contained in the Agreement, the City agrees and covenants that all
System Revenues shall be received by the City in trust and shall be deposited when and as
received in the Water Utility Fund, which fund the City agrees and covenants to maintain so-long
as any Installment Payment Obligations or payments due by the City under any Qualified Swap
Agreement related thereto remain unpaid, and all moneys in the Water Utility Fund shall be so
held in trust and applied and used solely as provided in the Installment Purchase Agreement.
The City shall pay from the Water Utility Fund: (1) directly or as otherwise required all
Maintenance and Operation Costs of the Water System; (2) to the Trustee, for deposit in the
Payment Fund for Parity Obligations, including Reserve Fund Obligations that are Parity
Obligations, the amounts specified in any Issuing Instrument, as payments due on account of
Parity Obligations (including any Credit Provider Reimbursement Obligations that are Parity
Obligations), other than payments due as Parity Obligations by the City under a Qualified Swap
Agreement; and (3) to the counterparty specified in any Qualified Swap Agreement, the amounts
or payments due under such Qualified Swap Agreement as Parity Obligations. In the event there
are insufficient Net System Revenues to make all of the payments contemplated by clauses (2)
and (3) of the immediately preceding sentence, then said payments should be made as nearly as
practicable, pro rata, based upon the respective unpaid principal amounts of said Parity
Obligations. ‘

(b).  After the payments contemplated by subsection (a) above have been made,
and in any event not less frequently than January 15 and July 15 of each year, any remaining Net
System Revenues shall be used to make up any deficiency in the Reserve Funds for Parity
Obligations. Notwithstanding the use of a Reserve Fund Credit Facility in lieu of depositing
funds in the related Reserve Fund for Parity Obligations, in the event of any draw on the related
Reserve Fund Credit Facility, there shall be deemed a deficiency 1n such Reserve Fund for Parity
Obligations until the amount of the Reserve Fund Credit Facility is restored to its pre-draw
amount. In the event there are insufficient Net System Revenues to make up all deficiencies in
all Reserve Funds for Parity Obligations, such payments into the Reserve Funds shall be made as
nearly as practicable pro rata based on the respective unpaid principal amount of all Parity
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Obligations. Any amounts thereafter remaining in the Water Utility Fund may from time to time
be used to pay the amounts specified in any Issuing Instrument as payments due 6n account of
Subordinated Obligations (including any Reserve Fund Obligations for Subordinated
Obligations, any Credit Provider Reimbursement Obligations that are Subordinated Obligations
and any Subordinated Credit Provider Retmbursement Obligations), provided the following.
conditions are met: '

(1) all Maintenance and Operation Costs of the Water System are
being and have been paid and are then current; and

(ii) all deposits and payments contemplated by clauses (2) ‘and (3) of
paragraph (a) above shall have been made in full and no deficiency in any Reserve Fund
for Parity Obligations shall exist, and there shall have been paid, or segregated within the
Water Utility Fund, the amounts payable during the current month pursuant to clauses (2)
and (3) of paragraph (a) above.

After deposits contemplated above have been made, any amounts thereafter remaining in
the Water Utlhty Fund may be used for any lawful purpose of the Water System.

- Additional Obligations. (a) The City may not create any Obligations, the
payments of which are senior or prior-in right to the payment by the City of Parity Obligations.

(b} Without regard to paragraph (c) below, the City may at any time enter into
or create an obligation or commitment which is a Reserve Fund Obligation or a Qualified Swap
Agreement, provided that the Obligation to which the. Reserve Fund Obligation or the Qualified
Swap Agreement relates is permitted to be entered into.under the terms of the Agreement.

(c)  -After the initial issuance of Panty Obligations under the Agreement, the _
Clty reserved the right, at any time and from time to time, to issue or create any other Parity
Obligations, provided that:

(1) there shall not have occurred and be continuing (A) an Event of

- Default under the terms of the Installment Purchase Agreement, any Issuing Instrument

or any Credit Support Instrument, or (B)an event of default or termination event (as

defined in any Qualified Swap Agreement) attributable to an act or failure of the City
under any Qualified Swap Agreement; and

(31) the City obtams or provides a certificate or certificates, prepared
by the Clty or at the City’s option by a Consultant, showing that:

(A)  the Net System Revenues as shown by the books of the
City for any 12-consecutive-month period within the 18 consecutive months
ending immediately prior to the incurring of such additional Parity Obligations
shall have amounted to or exceeded the greater of (i) at least 1.20 times the
Maximum Annual- Debt Service on all Parity Obligations to be Outstanding
immediately after the issuance of the proposed Parity Obligations or (ii) at least
1.00 times the Maximum Annual Debt Service. on all Obligations to be
Outstanding immediately after the issuance of the proposed Parity Obligations.
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For purposes of preparing the certificate or certificates described above, the City
or its Consultant may rely upon audited financial statements, or, if audited
ﬁnanua] statements for the period are not available, financial statements prepared
by the City that have not been subject to audit by an Independent Certified Public
Accountant or

(B)  the estimated Net System Revenues for the five Fiscal
Years following the earlier of (i) the end of the period during which interest on
those Parity Obligations is to be capitalized or, if no interest is to be capitalized,
the Fiscal Year in which the Parity Obligations are issued, or (i1} the date on
which substantially all new Components to be financéd with such Parity
Obligations are expected to commence operations, will be at least equal to 1.20
times the Maximum Annual Debt Service for all Parity Obligations which will be
Outstanding immediately after the i1ssuance of the proposed Parity Obligations.

(d) For .purposes of the computations to be. made as described in
paragraph (c)(ii)(B) above, the determination of Net System Revenues:

(1) may take into account any increases in rates and charges which
relate to the Water System and which have been approved by the City Council, and shall
take into account any reduction in such rates and charges which have been approved by
the City Council, which will, for purposes of the test déscribed in paragraph (c)(ii)(B}
above, be effective during a Fiscal Year ending within the five-Fiscal-Year period for
which such estimate is being made,; and

(11) may take into account an allowance for any estimated increase in
such Net System Revenues from any revenue-producing additions or improvements to or
extensions of the Water System to be made with the proceeds of such additional
indebtedness or with the proceeds of Parity Obligations previously issued, all in an
amount equal to the estimated additional average annual Net System Revenues to be
derived from such additions, improvements and extensions during the five-Fiscal-Year
period contemplated by paragraph (c}ii)(B) above, all as shown by such certlﬁcate of the

~ City or its Consultant, as applicable; and

(iii)  for the penod contemplated by paragraph (e)(11)(B), Maintenance
and Operation Costs of the Water System shall initially be deemed to be equal to such
costs for the 12 consecutive months immediately prior to incurring such other Parity
Obligations for the first Fiscal Year of the five-Fiscal-Year period, but adjusted if deemed
necessary by the City or its Consultant, as applicable, for any increased Maintenance and

" Operations Costs of the Water System which are, in the judgment of the City or such
Consultant, as applicable, essential to maintaining and operating the Water System and
which will occur during any Fiscal Year ending within the period contemplated by
paragraph (¢)(i1)(B) above. i

(e) The certificate or certificates described above in paragraph (c)(ii).(B) shall
not be required if the Parity Obligations being issued are for the purpose of (1) issuing the Parity
Obligations initially issued under the Installment Purchase Agreement or (2) refunding (A) any

E50 (0692



then Qutstanding Parity Obligations if at the time of the issuance of such Parity Obligations a
certificate of an Authorized City Representative shall be delivered showing that the sum of
Adjusted Debt Service on all Parity Obligations Outstanding for all remaining Fiscal Years after
the issuance of the refunding Parity Obligations will not exceed the sum of Adjusted Debt
Service on all Parity Obligations Outstanding for all remaining Fiscal Years prior to the issuance
of such refunding Parity Obligations; or (B) then Outstanding Balloon Indebtedness, Tender
Indebtedness or Variable Rate Indebtedness, but only to the extent that the principal amount of
such indebtedness has been put, tendered to or otherwise purchased pursuant to a standby
purchase or other liquidity facility relating to such indebtedness.

(f) Without regard to paragraph (¢) above, if (A) no Event of Default has
occurred and is continuing and (B) no event of default or termination event attributable to an act
of or failure to act by the City under any Qualified Swap Agreement or Credit Support
Instrument has occurred and is continuing, the City may issiie or incur Subordinated Obligations,
and such Subordinated Obligations shali be paid in accordance with the provisions of the
Installment Purchase Agreement, provided that: :

(1} City obtains or provides a certificate or certificates, prepared by
the City or at the City’s option by a Consultant, showing that:

(1) the Net System Revenues as shown by the books of the

City for any 12-consecutive-month period within the 18 consecutive months

~ending immediately prior to the incurring of such additional Subordinated

~ Obligations shall have amounted to at least 1.00 times the Maximum Annual Debt

Service on all Obligations to be Qutstanding immediately after the issuance of the
proposed Subordinated Obligations; or

(2) the estimated Net System Revenues for the. five Fiscal
Years following the earlier of (i) the end of the period during which interest on
those Subordinated Obligations is to be capitalized or, if no interest is to be
capitalized, the Fiscal Year in which the Subordinated Obligations are issued; or
(i) the date on which substantially all new facilities financed with such
Subordinated Obligations are expected to commence operations, will be at least
equal to 1.00 times the Maximum Annual Debt Service on all Obligations to be
QOutstanding immediately after the issuance of the proposed Subordinated
Obligations.

(ii) For purposes of preparing the certificate or certificates described in
clause (1} of paragraph (f)(i) above, the City and its Consultant(s) may rely upon audited
financial statements or, if audited financial statements for the period are not available,-
financial statements prepared by the City that have not been subject to audit by an
Independent Certified Public Accountant. ‘
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(i)  For purposes of the computations to be made as described in clause
(2) of paragraph (f}(i} above, the detenmination of Net System Revenues:

{1) may take into account any increases in rates and charges
which relate to the Water System and which have been approved by the City
Council and shall take into account any reduction in such rates and charges which
have been approved by the City Council, which will, for purposes of the test
described in clause (2) of paragraph (f)(i) above, be effective during any Fiscal
Year ending within the five-Fiscal-Year period for which such estimate is made;
and '

(i) may take into account an allowance for any estimated
increase in such Net System Revenues from any revenue-producing additions or
improvements to or extensions of the Water System to be made with the proceeds
of such additional indebtedness, with the proceeds of Obligations previously
issued or with cash contributions made or to be made by the City, all in an amount
equal to the estimated additional average annual Net System Revenues to be
derived from such additions, improvements and extensions during the five-Fiscal-
Year-period contemplated by clause (2) of paragraph (f)(1) above, all as shown by
such certificate of the City or its Consultant, as applicable; and

(iii)  for the period contemplated by clause(2) of
paragraph (f)(i) above, shall initially include Maintenance and Operation Costs of
the Water System in an amount equal to such costs for any 12-consecutive month
period within the 24 consecutive months ending immediately prior to incurring
such Subordinated Obligations for the first Fiscal Year of the five-Fiscal-Year

_period, but adjusted. if deemed necessary by the City or its Consultant, as
applicable, for any increased Maintenance and Operations Costs of the Water
System which are, in the judgment of the City or its Consultant, as applicable,
essential to maintaining and operating the Water System and which will occur

- during any Fiscal Year ending within the period contemplated by clause (2) of
paragraph (f)(i) above. | :

(iv)  The certificate or certificates described above in paragraph (f)(i)
above shall not be required if the Subordinated Obligations being issued are for the
purpose of refunding (i) then-Outstanding Parity Obligations or Subordinated Obligations
if at the time of the issuance of such Subordinated Obligations a certificate of an
Authorized City Representative shall be delivered showing that the sum of Debt Service
for all remaining Fiscal Years on all Parity Obligations and Subordinated Obligations
Outstanding after the issuance of the refunding Subordinated Obligations will not exceed
the sum of Debt Service for all remaining Fiscal Years on all Parity Obligations and
Subordinated. Obligations Qutstanding prior to the issuance of such refunding
Subordinated Obligations; or (ii) then-Outstanding Balloon Indebtedness, Tender
Indebtedness or Variable Rate Indebtedness, but only to the extent that the principal
amount of such indebtedness has been put, tendered to or otherwise purchased by a
standby purchase agreemient or other liquidity facility relating to such indebtedness.
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Covenants of the City

Compliance With Installment Purchase Agreement and Ancillary Agrcements.
(a) The City will punctually pay Parity Obligations in strict conformity with the terms of the
Agreement and thereof; and will faithfully observe and perform all the agreements, conditions,
covenants and terms contained herein required to be observed and performed by it, and will not
~terminate the Installment Purchase Agreement for any cause including, without limiting the
generality of the foregoing, any acts or circumstances that may constitute failure of
consideration, destruction of or damage to the Project, commercial frustration of purpose, any
change in the tax or othier laws of the United States of America or of the State or any political
subdivision of either or any failure of the Corporation to observe or perform any agreement,
condition, covenant or term contained herein required to be observed and performed by it,
whether express or implied, or any duty, liability or obligation arising out of or connected
herewith or the. insolvency, or deemed insolvency, or bankruptey or liquidation of the
Corporation or any force majeure, including acts of God, tempest, storm, earthquake, war,-
rebellion, riot, civil disorder, acts of public enemies, blockade or embargo, strikes, industrial
disputes, lock outs, lack of transportation facilities, fire, explosion, or acts or regulations of
govermmental authorities.

\

(b) The City will faithfully observe and perform all the agreements,
conditions, covenants and terms contained in the Installment Purchase Agreément, including
Supplements, and any Issuing Instrument, Credit Support Instrument or Qualified Swap
Agreement relating to Parity Obligations required to be observed and-performed by it, and it is
expressly understood and agreed by and between the parties to the Agreement that each of the
agreements, conditions, covenants and terms contained therein is an essential and material term
of the purchase of and payment for each Component by the City pursuant to, and in accordance
with, and as authorized under the Law. -

(c) The City will faithfully observe and perform all of the agreements and .
covenants of the City contained in each Authorizing Ordinance and will not permit the same to
be amended or modified so as to adversely affect the Owners of Installment Payment Obligations
or the counterparty to any Qualified Swap Agreement that is in effect.

(d)  The City shall be unconditionally and irrevocably obligated, so long as
any Installment Payment Obligations remain Qutstanding and unpaid, to take all lawful action
necessary or required to continue to entitle the City to collect and deposit such System Revenues
in the Water Utility Fund for use as provided in the Agreement; provided, however, that such
obligation does not, in any way, limit the City’s ability to undertake any and all legal actions,
including any appeals, in the defense of a federal court order dictating a water system
configuration other than that approved and adopted by the City. :

Against Encumbrances. The City will not make any pledge of or place any lien
on the Net System Revenues except as otherwise provided or permitted in the Agreement.

Debt Service Reserve Fund. The City will maintain or cause to be maintained
- each Reserve Fund at the applicable Reserve Requirement. In the event the amount in any such
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fund or account falls below the applicable Reserve Requirement, the City will replenish such
fund or dccount up to the applicable Reserve Requirement pursuant to the Agreement.

Against Sale or Other Disposition of Property. (a) The City will not sell, lease or
otherwise dispose of the Water System or any part thereof essential to the proper operation of the
Water System or to the maintenance of the System Revenues, except as provided in the
Agreement. Further, the City will not, except as otherwijse provided herein, enter into any
agreement or lease which impairs the operation -of the Water System or any part thereof
necessary to secure adequate Net System Revenues for the payment of the Parity Obligations or
which would otherwise impair the rights of the Corporation with respect to the System Revenues
- or the operation of the Water System.

(b) The City may dispose of any of the works, plant properties, facilities or
other parts of the Water System, or any real or personal property comprising a part of the Water
System, only upon the approval. of the City Council and consistent with one or more of the
following:

(1) the City in its discretion may carry out such a disposition if the
facilities or property being disposed of are not material to the operation of the Water
System, or shall have become unserviceable, inédequate‘, obsolete or unfit to be used in
the operation of the Water System or are no longer necessary, material or useful to the
operation of the Water System, and if such disposition will not materially reduce the Net
System Revenues and if the proceeds of such disposition are deposited in the Water
Utitity Fund; '

(i1}  the City in its discretion may carry out such a disposition if the
City receives from the acquiring party an amount equal to the fair market value of the
portion of the Water System disposed of. As used in this clause (i1), “fair market value”
means the most probable price that the portion being disposed of should bring in a
competitive and open market under all conditions requisite to a fair sale, the willing
buyer and willing seller each acting prudently and knowledgeably, and assuming that the
price is not affected by coercion or undue stimulus. The proceeds of the disposition shall
be used (A) first, promptly to redeem, or irrevocably set aside for the redemption of,
Parity Obligations, and second, promptly to redeem, or irrevocably set aside for the
redemption of, Subordinated Obligations, and/or (B) to provide for a part of the cost of
additions to and betterments and extensions of the Water System; provided, however, that
before any such disposition under this clause (2), the City must obtain (i) a certificate of
an Independent Engineer to the effect that upon such disposition and the use of the
proceeds of the disposition as proposed by the City, the remaining portion of the Water
System will retain its operational integrity and the estimated Net System Revenues for
the five Fiscal Years following the Fiscal Year in which the disposition is to occur will be
equal to or exceed the greater of (i) at least 1.20 times the Adjusted Debt Service on all
Qutstanding Parity Obligations during the five Fiscal Years following the Fiscal Year in
which the disposition is to oceur, or (ii) at least 1.00 times the Adjusted Debt Service on
all Qutstanding Obligations during the first five Fiscal Years following the Fiscal Year in
which the disposition is to occur, taking into account {aa)the réduction in revenue
resulting from the disposition, (bb) the use of any proceeds of the disposition for the
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redemption of Parity Obligations and/or Subordinated Obligations, (cc) the Independent
Engineer’s estimate of revenue from customers anticipated to be served by any additions
to and betterments and extensions of the Water System financed-in part by the proceeds
of the disposition, and (dd) any other adjustment permitted in the preparation of a
certificate under Section 5.03(c)(2)(B) of :the Installment Purchase Agreement, and
(i1) confirmation from the Rating Agencies to the effect that the rating then in effect on
any Outstanding Parity Obligations will not be reduced or wnhdrawn upon such
dlsposmon

{c) The City will operate the Water System in an efficient and economic
manner, provided that the City may remove from service on a temporary or permanent basis such
part or parts of the Water System as the City shall determine, so long as (1) Net System
- Revenues are at least equal to the greater of (1) 100% of all Obligations payable in the then-
current Fiscal Year or (ii) 120% of Adjusted Debt Service for the then-current Fiscal Year, after
giving effect to any defeasance of Parity Obligations and/or Subordinated Obligations occurring
incident to such removal, and for each Fiscal Year thereafter to and including the Fiscal Year
during which the last Installment Payment is due, after giving effect to such defeasance, as
evidenced by (i) an Engineer’s Report on file with the City, or (11} a Certificate of the City,
(2) the value of the parts of the Water System to be so removed is less than 5% of the total Water
System Plant assets, each as shown on the most recent audited financial statements that include
the Water Utility Fund, and (3) the City shall have filed with each Trustee an opinion of Bond
Counsel to the effect that the removal of such part or parts of the Water System will not
adversely affect the exclusion from-gross income for federal income tax purposes of the interest
on Tax-Exempt Installment Payment Obligations. '

Prompt Acquisition and Construction, The City shall take all necessary and
appropriate steps to construct, acquire and install the Project, as agent of the Corporation, with
all practicable dispatch and in an expeditious manner and in conformity with ]aw so as to
complete the same as soon as possible. :

Mamtenance and Operation of the Water System; Budgets. The City shall
mamtam and preserve the Water System in good repair and working order at all times and shall
operate the Water System in an efficient and economical manner and will pay all Maintenance
and Operation Costs of the Water System as they become due and payable. The City shall adopt
and make available to the Corporation, on or before the effective date hereof, a budget approved
by the City Council of the City setting forth the estimated Maintenance and Operation Costs of
the Water System for the period from such date until the close of the then-current Fiscal Year.
On or before August 1 of each Fiscal Year, the City shall adopt, and on or before the day that is
120 days after the beginning of the Fiscal Year, make available to the Corporation a budget
approved by the City Council of the City setting forth the estimated Maintenance and Operation
Costs of the Water System for such Fiscal Year. Any budget may be amended at any time
during any Fiscal Year and such amended budget shall be filed by the City with the Corporation.

Amount of Rates and Charges; Rate Srabilization Fund; Other Funds.

(a) The City shall fix, prescribe and collect rates and charges for the Water
Service which will be at least sufficient to yield the greater of (1) Net System Revenues
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sufficient to pay during each Fiscal Year all Obligations payable in such Fiscal Year or (2)
Adjusted Net System Revenues during each Fiscal Year equal to 120% of the Adjusted Debt
Service for such Fiscal Year. The City may make adjustments from time to time in such rates
and charges and may make such classification thereof as it deems necessary, but shall not reduce
the rates and charges then in effect unless the Net System Revenues from such reduced rates and
charges will at all times be sufficient to meet the requirements of these provisions. '

(b) The City may establish, as a fund within the Water Utility Fund, a fund
denominated the “Rate Stabilization Fund.” From time to time, the City may deposit into the
Rate Stabilization Fund, from current System Revenues, such ‘amounts. as the City shall
determine and the amount of available current System Revenues shall be reduced by the amount
so transferred. Amounts may be transferred from the Rate Stabilization Fund solely and
exclusively to pay Maintenance and Operation Costs of the Water System, and any amounts so
transferred shall be deemed System Revenues when so transferred. All interest or other earnings
upon amounts in the Rate Stabilization Fund may be withdrawn therefrom and accounted for as
System Revenues.

- (¢} The City may establish, as a fund within the Water Utility Fund, a fund
denominated the “Secondary Purchase Fund.” From.time to time, the City may deposit in the
Secondary Purchase Fund, from any lawful source, which may or may not consist of current
System Revenues, such amounts as the City shall determine, and the amount of available System
Revenues shall be reduced by the amount so transferred, but only to the extent that amounts so
transferred consist of then-current System Revenues. Amounts may be transferred from the
Secondary Purchase Fund solely and exclusively to pay Maintenance and Operation Costs of the
Water System, and any amounts so transferred shall be deemed System Revenues when so
transferred. All interest or other eamnings upon amounts in the Secondary Purchase Fund may be
withdrawn therefrom and accounted for as System Revenues. '

Payment of Claims. The City will pay and discharge any and all lawful claims
for labor, materials or supplies which, if unpaid, might become a lien on the System Revenues or
any part thereof or on any funds in the hands of the City or the Trustee might impair the security
of the Installment Payments, but the City shall not be required to pay such claims if the validity
thereof shall be contested in good faith.

Compliance with Contracts. The City will comply with, keep, observe and
perform all agreements, conditions, covenants and terms, express or implied, required to be
performed by it contained in all contracts for the use of the Water System and all other contracts
affecting or involving the Water System to the extent that the City is a party thereto.

Insurance. (a) The City will procure and maintain or cause to be procured and
maintained insurance on the Water System with responsible insurers, in such amounts and
against such risks (including accident to or destruction of the Water System) as are usually
covered in connection with water systems similar to the Water System, or it will self-insure or
participate in an insurance pool or pools with reserves adequate, in the reasonable judgment of
the City, to protect the Water System against loss. In the event of any damage to or destruction
of the Water System caused by the perils covered by such insurance or self insurance, the Net
Proceeds thereof shall be applied to the reconstruction, repair or replacement of the damaged or

E-56 | HHILS

Q

r

8



destroyed portion of the Water System. The City shall begin such reconstruction, repair or
replacement promptly after such damage or destruction shali occur, and shall continue and
properly complete such reconstruction, repair or replacement as expeditiously as possible, and
shall pay out of such Net Proceeds all costs and expenses in connection with such reconstriiction,
repair or replacement so that the same shall be completed and the Water System shall be free and
clear of all claims and liens unless the City determines that such property or facility is not
necessary to the efficient or proper operation of the Water System and therefore determines not
to reconstruct, repair or replace such project or facility. If such Net Proceeds exceed the costs of
such reconstruction, repair or replacement, then the excess Net Proceeds shall be deposited in the
Water Utility Fund and be available for other proper uses of funds deposited in the Water Utility
Fund."

: (b) - The City will procure and maintain such other insurance which it shatll
deem advisable or necessary to protect its interests and the interests of the Corporation, which .
insurance shall afford protection in such amounts and against such risks as are usually covered in
connection with water systems similar to the Water System; provided that any such insurance
may be maintained under a self-insurance program so long as such self-insurance is maintained
in the amounts and in the manner usually maintained in connection with water systems similar to
the Water System.

(c) All policies of insurance required to be maintained under the Agreement
shall, to extent reasonably obtainable, provide that the Corporation and cach Trustee shall be
given 30 days’ written notice of any intended cancellation thereof or reduction of coverage
provided thereby. The City shall certify to the Corporation and each Trustee annually on or
before August 31 that it is in compliance with the insurance requirements hereunder.

Accdunring Records;  Financial  Statements and  Other  Reports.
(a) The City will keep appropriate accounting records in which complete and correct entries shall
be made of all transactions relating to the Water System, which records shall be available for
inspection by the Corporation and the Trustee at reasonable hours and under reasonable
conditions. ' - '

“(b) The City will prepare and file with the Corporation annually {commencing
with the Fiscal Year ending June 30,-1998), within 270 days of the close of each Fiscal Year,
financial statements that include the Water Utility Fund for the preceding Fiscal Year prepared in
accordance with generally accepted accounting principles, together with an Accountant’s Report
thereon.

{c) The City will furnish a copy of the financial statements referred to in
paragraph (b} above to any Owner of the Certificates requesting a copy thereof, which may be in
electronic form. :

Payment of Taxes and Compliance with Governmental Regulations. The City
shall pay and discharge all taxes, assessments and other governmental charges which may
hereafter be lawfully imposed upon the Water System or any part thereof or upon the System
Revenues when the same shall become due, except that the City may contest in good faith any
taxes, assessments and other governmental charges so long as the City shall have budgeted for
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the amount being contested and, if. appropriate, such amount shall have been included as a
Maintenance and Operation Costs of the Water System. The City shall duly observe and
conform with all valid regulations and requirements of any governmental authority relative to the
operation of the Water System or any part thereof, but the City shall not be required to comply
~with any regulations or requirements so-long as the validity or application thereof shall be
contested by the City in good faith.

Collection of Rates und Charges; No Free Service. The City shall have in effect
at all times rules and regulations for the payment of bills for Water Service. Such regulations
may provide that where the City furnishes water to the property receiving Water Service, the
Water Service charges shall be collected together with the water rates upon the same bill
providing for a due date and a delinquency date for each bill. In each case where such bill
- remains unpaid in whole or in part after it becomes delinquent, the City may disconnect such
premises from the Water System, and such premises shall not thereafter be reconnected to the
Water System except in accordance with City operating rules and regulations governing such
situations of delinquency. To the extent permitted by law, the City shall not permit any part of
the Water System or any facility thereof to be used or taken advantage of free of charge by any
authority, firm or person, or by any public agency (including the United States of America, the
State and any city, county, district, political subdivision, public authority oragency thereof).

Eminent Domain Praceeds If all or any part of the Water System shall be taken
by eminent domain proceedings, then subject to the provisions of any Authorizing Ordinance,
the Net Proceeds thereof shall be applied to the replacement of the property or facilities so taken,
unless the City determines that such property or facility is not necessary to the efficient or proper
operation of the Water System and therefore determines not to replace such property or facilities.
Any Net Proceeds of such award not applied to replacement or remaining after such work has
been completed shall be deposited in the Water Utility Fund and be available for other proper
uses of funds deposited in the Water Utility Fund.

Tax Covenants. There shall be included in each Supplement relating to Tax-
Exempt Installment Payment Obligations such covenants as are deemed necessary or appropriate
by Bond Counsel for the purpose of assuring that interest on such Installment Payment
Obligations shall be excluded from gross income under section 103 of the Code.

Subcontracting. Nothing contained in the Installment Purchase Agreement to the
contrary shall prevent the City from delegating the power to be an operator of some or all of the
Water System, even though the City continues to retain ownership of the Water System and its
operations, and no such subcontracting arrangement shall relieve the City of any of its
obligations hereunder. Prior to the effective date of any such delegation, the City shall deliver to
the Trustee an opinion of Bond Counsel to the effect that the proposed delegation will not have
an adverse effect on the exclusion from gross income for federal income tax purposes of the
interest component of Tax-Exempt Installment Payment Obligations.

Prepayments of Installment Payments

Prepayment of Installment Payments. Provisions may be made in any
Supplement for the prepayment of Installment Payments, in whole or in part, in such multiples
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and in such order of maturity and from funds of any source, and with such prepayment premiums
and other termns as are specified in the Supplement. Said Supplement shall also provide for any
notices to be given relating to such prepayment.

* Events of Default and Remedies of the Corporation

Events of Default and Acceleration of Maturities. 1f one or more of the
following Events of Default shall happen, that is to say: '

(a) if default shall be made in the due and punctual paymént of or on account
of any Parity Obligation as the same shall become due and payable;

(b) if default shall be made by the City in the performance of any of the
agreements or covenants required herein to be performed by it (other than as specified in
subsection (a) above), and such default shall have continued for a period of 60 days after the City
shall have been given notice in writing of such default by the Corporation or any Trustee;

(c) if any Event of Default specified in any Supplement, Authorizing
Ordinance or Issuing Instrument shall have occurred and be continuing; or

(d)  if the City shall file a petition or answer seeking arrangement or
reorganization under the federal bankruptcy Jaws or any other applicable law of the United States
of America or any state therein, or if a court of competent jurisdiction shall approve a petition
filed with the consent of the City seeking arrangement or reorganization under the federal
bankruptcy laws or any other applicable law of the United States of America or any state therein,
or if under the provisions of any other law for the relief or aid of debtors any court of competent
jurisdiction shall assume custody or control of the City or of the whole or any substantial part of
its property; ' ’

then, and in each and every such case during the continuance of such Event of Default,
the Corporation shall upon the writtén request of the Owners of 25% or more of the aggregate
principal amount of all Series of Parity Installment Obligations Outstanding, voting collectively
as a single class, by notice in writing to the City, declare the entire unpaid principal amount
thereof and the accrued interest thereon to be due and payable immediately, and upon any such
declaration the same shall become immediately due and payable, anything contained herein to
the contrary notwithstanding; provided, that with respect to a Series of Parity Installment
Obligations which is credit enhanced by a Credit Support Instrument, acceleration shall not be
effective unless the declaration is consented to by the related Credit Provider and, provided
further, that nothing herein shall affect the rights of the parties to a Qualified Swap Agreement to
terminate such Qualified Swap Agreement. The foregoing provisions, however, are subject to
the condition that if at any time after the entire principal amount of all Parity Installment
Obligations and the accrued interest thereon shall have been so declared due and payable and
before any judgment or decree for the payment of the moneys due shall have been obtained or
entered, the City shall deposit with the Corporation a sum sufficient to pay the unpaid principal
amount of all such Parity Installment Obligations and the unpaid payments of any other Parity
Obligations referred to in clause (a) above due prior to such declaration and the accrued interest
thereon, with interest on such overdue installments at the rate or rates applicable thereto in
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-accordance with their terms, and the reasonable expenses of the Corporation, and any and all
other defaults known to the Corporation (other than in the payment of the entire principal amount
of the unpaid Parity Installment Obligations and the accrued interest thereon due and payable
solely by reason of such declaration) shall have been made good or cured to the satisfaction of
the Corporation or provision deemed by the Corporation to be adequate shall have béen made
therefor, then and in every such case the Corporation, by written notice to the City, may rescind
and annul such declaration and its consequences; but no such rescission and annulment shall
extend to or shall affect any subsequent default or shall lmpalr or exhaust any right or power
consequent thereon.

The Owners of Subordinated Obligations may enforce the provisions of the
Agreement for their benefit by appropriate legal proceedings. The payment of Subordinated
Obligations ‘wil} be subordinated in right of payment to payment of the Parity Obligations
. (except for any payment in respect of Subordinated Obligations from the Reserve Fund securing
such Subordinated Obligations). Upon the occurrence and during the continuance of any Event
of Default, Owners of Parity Obligations will be entitled to receive payment thereof in full before
the Owners of Subordinated Obligations are entitled to receive payment thereof (except for any
payment in respect of Subordinated Obligations from the Reserve Fund securing such
Subordinated Obligations) and the Owners of the Subordinated Obligations will become
subrogated to the rights of the Owners of Parity Obligations to receive payments with respect
thereto N

Applicatioﬁ of Net System Revenues Upon‘ Acceleration.  All Net System
Revenues received after the date of the declaration of acceleration by the Corporation as
provided in the Agreement shall be applied in the following order:

(a) First, to the payment of the costs and expenses of the Corporation and the
Trustee, if any, in carrying out the provisions of the Agreement, including reasonable
compensation to its accountants and counsel;

(b) Second, to the payment of the entire principal amount of the unpaid Parity
Installment Obligations and the unpaid principal amount of all other Parity Obligations and the
accrued interest thereon, with interest on the overdue installments at the rate or rates of interest -
applicable thereto in accordance with their respective terms. In the event there are insufficient
Net System Revenues to pay the entire principal amount of and accrued interest on all Parity
Obligations, then accrued interest (and payments due to the counterparty to a Qualified Swap
Agreement) shall first be paid and any remaining amount shall be paid on account of principal,
and in the event there are insufficient Net System Revenues to fully pay either interest or
principal in accordance with the foregoing, then payment sha}] be prorated within a priority
based upon the total amounts due in that priority; and

(c) Third, to the payment of the entire principal amount of the unpaid.
Subordinated Obligations and the accrued interest thereon, with interest on the overdue
installments at the rate or rates of interest applicable thereto in accordance with their respective
terms. In the event there are insufficient Net System Revenues to pay the entire principal
amount of and accrued interest on all Subordinated Obligations, then accrued interest shall first
". be paid and any remaining amount shall be paid on account of principal, and in the event there
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_are insufficient Net System Revenues to fully pay either interest or principal in accordance with
the foregoing, then payment shall be prorated within a priority based upon the total amounts due
in that priority. .

Discharge of Installment Payment Obligations

“Discharge of Installment Payment Obligations. If the City shall pay or cause to
be paid or there shall otherwise be paid to the Owners all Outstanding Installment Payment
Obligations of a Series, the principal thereof and the interest and redemption premiums, if any,
thereon or if all such.Qutstanding Installment Payment Obligations shall be deemed to have been
paid at the times and in the manner stipulated in the applicable Issuing Instrument, then, as to
any such Series, all agreements, covenants and other obligations of the City hereunder shall
thereupon cease, terminate -and become void and be discharged and satisfied, except for the
obligation of the City to pay or cause to be paid all sums due under the Agreemént.

Miscellaneous
Liability of City Limited to System Revenues.

(a) Notwithstanding anything .contained in the Installment Purchase
Agreement, the City shall not be required to advance any moneys derived from any source of
income other than the Net System Revenues and the other funds provided herein for the payment
of the Instaliment Payments or for the performance of any other agreements or covenants .
required to be performed by it contained herein. The City may, however, but in no event shall be
obligated to, advance moneys for any such purpose so long as such moneys are derived from a
source legally available for such purpose and may be legally used by the City for such purpose.

(b) The obligation of the City to make the Installment Payments is a special
obligation of the City payable solely from such Net System Revenues and other funds provided
for herein, and does not constitute a debt of the City or of the State of California or of any
political subdivision thereof within the meaning of any constitutional or statutory debt limitation
or restriction. ' '

Amendments. (a) The Agreement may be amended with respect to a Seriés of

Installment Payment Obligations in writing as may be mutually agreed by the City and the
Corporation, with the written consent of any Credit Provider for any Installment Payment
Obligations or, as to Installment Obligations for which there 1s no Credit Support Instrument, the
Owners of a majority in aggregate principal amount of such Series of Installment Payment
Obligations then Outstanding, provided that no such amendment shall (1) extend the payment
date of any Installment Payment, or réduce the amount of any Installment Payment without the
prior written consent of the Owner of each Obligation so affected; or (2) reduce the percentage of
Installment Payment Obligations the consent of the Owners of which is required for the
execution of any amendment of the Agreement without the prior wntten consent of each of the
Owners so affected.

(b) Notwithstanding subsection (a) above, the City agrees that, so long as it
shall have any obligations under a Qualified Swap Agreement, it shall not amend or modify, or
consent to the amendment or modification of, the Agreement that would in any way adversely
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affect (1) the nights of a counterparty to a Qualified Swap Agreement hereunder, or (2) the
obligations of the City hereunder to such a counterparty without the prior written consent of such
Qualified Swap Provider.

(c) The Agreement and the rights and obliga'tions of the City and the
Corporation thereunder may also be amended for supplemented at any time by an amendment
hereof or supplement hereto which shall not adversely affect the interests of the Owners of the
Installment Payment Obligations and which shall become binding upon execution by the City
and the Corporation, without the written consents of any Owner of Installment Payment
Obligations or any Credit Provider, but only to the extent permitted by law and only upon receipt
of an unqualified opinion of Bond Counsel to the effect that such amendment or supplement is
permitted by the provisions of the Agreement and is not inconsistent with the Agreement and
does not adversely affect the excluston of the interest portion of the lnstallment Payments
received by the Owners from gross income for federal income tax purposes, and only for any one
or more of the following purposes:

(1) to add to the covenants and agreements of the Corporation or the
City contained in the Agreement other covenants and agreements thereafter to be observed or to
surrender any right or power herein reserved to or conferred upon the Corporation or the City;

(2)  to cure, correct or supplement any ambiguous or defective
provision contained in the Agreement or in regard to questions arising under the Agreement, as
the Corporation or the City may deem necessary or desirable;

'(3)‘ to make other amendments or modifications which shall not
materially adversely affect the interests of the Owners of the Installment Payment Obligations;

4) to provide for the issuance of Parity Installment Payment
Obligations; and ' :

(5 to provide for the iséuance of Subordinated Obligations.

Net Contract. The Agreement shall be deemed and construéd to be a net contract,
and the City shall pay absolutely net during the term hereof the Installment Payments arid all
other payments required hereunder, free of any deductions and without abatement, diminution or
setoff whatsoever. '

2009A SUPPLEMENT TO MASTER INSTALLMENT AGREEMENT

The 2009A Supplement to Master Installment Agreement sets forth certain terms and
conditions of the purchase of the Refunded Components of the Project by the City. Certain
definitions and provisions of the 2009A Supplement are given and summarized below.
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Selected Definitions

2009A Installment Pavment Date

The term “2009A Installment Payment Date” means the 15 day of the calendar

month 1mmedlate]y precedin g each Interest Payment Date for the 2009A Bonds.

Interest Portion

The term “Interest Portion” means the interest portion of 2009A Installment Payments
specified in the 2009A Supplement.

Principal Portion

The term “Principal Portion” means the principal portion of 2009A Insfa]]ment Payments
specified in the 2009A Supplement.

Purchase Price

The term “Purchase Price” means the purchase price of the Réfunded Components.

- Refunded Components

The term “Refunded Components” means the Comnonents of the Project specified in
Exhibit A attached to the 2009A Supplement, originally comprising portions of the- 1998 Project
and the 2007A Project, for some of which the City will be making 2009A Installment Payments.

2009A VInstallme'nt Paymeints

The term “2009A Installment Payments” means the Installment Payments specified in the
2009A Supplement which are to pay the Purchase Price of the Refunded Components in’
accordance with the terms the 2009A Supplement.

Subordinated Supplements

The term “Subordinated Supplements” means the 2002 Supplement to Master Installment
Purchase Agreement, dated as of October 1, 2002, the 2007A Supplement to Master Installment
Purchase Agreement, dated as of January 1, 2007, the 2008 A Supplement to Master Installment
Purchase Agreement, dated as of February 1, 2008, each by and between the City and the
Corporation, and each being a supplement to the Agreement, and any additional supplements to
-the Agrecment. |

General. ~ Pursuant to the 2009A Supplement, the City agrees to purchase the
Refunded Components from the Corporation, and to pay the 2009A Installment Payments
therefor. See the caption, “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES
2009A BONDS — 2009A INSTALLMENT PAYMENTS” in this Official Statement,
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Additional Coverants relating to Tax Exemption.

(a)  The City shall not directly or indirectly use or permit the use of any
proceeds of the 2009A Bonds or any other funds of the City or of the Refunded Components or
take or omit to take any action that would cause the 2009A Bonds to be “private activity bonds”
within the meaning of section 141 of the Code, or obhgatlons that are “federal]y guaranteed”
within the meaning of section 149(b) of the Code.

(b) The City covenants that it will not take any action, or fail to take any
" action, if any such action or failure to take action would adversely affect the exclusion from
gross income of the interest on the 2009A Bonds under section 103 of the Code. The City shall
not directly or indirectly use or permit the use of any ploceeds of the 2009A Bonds or any other
funds of the City, or take or omit to take any action, that would cause the 2009A Bonds to be
“arbitrage bonds” within the meaning of section 148(a) of the Code.

(c) - Without limiting the generality of the foregoing, the City agrees that there
" shall be pald from time to time all amounts required to be rebated to the United States of
America pursuant to section 148(f) of the Code and any Treasury Regulatlons as may be
‘applicable to the 2009A Bonds from time to time. The City hereby specifically covenants to pay
or cause to be paid to the United States of America at the times and in the amounts determined
under this Section the Rebate Requirement, as described in the Tax Certificate, and to otherwise
“comply with the provisions of the Tax Certificate executed by the City in connection with the
. execution and delivery of the 2009A Bonds.

(d)  Notwithstanding any provision of the 2009A Supplement, if the City
provides to the Trustee an opinion of Bond Counsel to the effect that any action required under
this Section is no longer required, or to the effect that some further action is required, to maintain
the exclusion from gross income of the interest on the 2009A Bonds pursuant to section 103 of
the Code, then the City may rely conclusively on such opinion in complying with the provisions
the 2009A Supplement, and the covenants under the 2009A Supplement shall be deemed to be
modified to that extent.

Continuing Disclosure. The City covenants and agrees that it will comply with
and carry out all of the provisions of the Continuing Disclosure Certificate delivered in
connection with the 2009A Bonds. Notwithstanding any other provision of the 2009A
Supplement, failure of the City to comply with the Continuing Disclosure Certificate shall not be
considered a default of any kind under the 2009A Supplement or the Continuing Disclosure
Certificate; however, the Trustee may (and, at the request of any Participating Underwriter or the
Owners of at least twenty-five percent (25%) in aggregate principal amount of the 2009A Bonds,
shall) or any Owner or Beneficial Owner may take such actions as may be necessary and
appropnate, including seeking mandate or specific per formance by court order, to cause the City
~ to comply with its obligations under the 2009A Supplement.

- ASSIGNMENT AGREEMENT

The Assignment Agreement providers for the transfer, assignment and setting over 'by the
Corporation to the Trustee, for the benefit of the Owners of the 2009A Bonds, all of the
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Corporation’s rights under the 2009A Supplement, excepting only certain rights of the
Corporation to be indemnified by the City, but including (a) the right to receive and collect all of
" the 2009A Installment Payments and prepayments from the City, (b) the right to receive and
collect any proceeds of any insurance of the Water System maintained pursuant to the
Installment Purchase Agreement, or any proceeds of sale of portions of the Water System,
permitted pursuant to the Installment Purchase Agreement, and (c) the right to exercise such
rights and remedies conferred on the Corporation by the 2009A Supplement as may be necessary
or convenient to (1) enforce payment of the 2009A Installment Payments, prepayments and any
other amounts required to be deposited into the Payment Fund, the Redemption Account or
otherwise under the Indenture, or (2) otherwise protect the interests of the Corporation in the
event of a default by the City under the Installment Purchase Agreement. The Trustee accepts
such assignment, subject to the provisions of the Indenture. '
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APPENDIX F

FORM OF BOND COUNSEL QPINION
, 2009

Public Facilities Financing Authority of the City of San Diego
202 C Street, 7th Floor
San Diego, California 92101

Re: $ Public Facilities Financing Authority of the Cfty of San Diego Water
Revenue Bonds, Refunding Series 2009A and Series 2009B (Payabie Solely from
Installment Payments Secured by Net System Revenues of the Water Utility Fund)

Ladies and Gentlemen:

In our role as Bond Counsel to the Public Facilities Financing Authority of the City of San Diego
(the “Authority™), we have examined certified copies of the proceedings taken in connection with the
issuance by the Authority of $ - aggregate principal amount of its Water Revenue Bonds,
Refunding Series 2009A and Series 2009B (Payable Solely from Installment Payments Secured by Net
System Revenues of the Water Utility Fund) (collectively, the “Bonds™). We have also examined
supplemental documents furnished (o us and have obtained such certificates and documents from public
officials as we have deemed necessary for the purposes of this opinion. The Bonds are issued under
“Article 4 of Chapter 5 of Division 7 of Title 1 of the California Government Code (the “Bond Law™),
pursuant to an Indenture (the “Indenture™), dated as of January 1, 2009, by and between the Authority and
Wells Fargo Bank, National Association, as trustee (the “Trustee™), and pursuant to Resolution No. FA-
2008-__ of the Board of Commissioners of the Authority, adopted , 2008. The City of San
Diego (the “City”) has entered into a 2009 Supplement to Amended and Restated Master Installment
Purchase Agreement with the San Diego Facilities and Equipment Leasing Corporation (the
“Corporation™), dated as of January 1, 2009 (the “2009 Supplement’), which supplemented the Amended
and Restated Master Installment Purchase Agreement, by and between the City and the Corporation,
dated as of January 1, 2009 (the “Master Agreement,” and together with the 2009 Supplement,-the
“Installment Purchase Agreement”). Capitalized terms used herein and not otherwise defined shall have
the meanings assigned to them in the Indenture and the Installment Purchase Agreement, as applicable.

As bond counsel, we have examined copies certified 1o us as being true and complete copies of
the proceedings of the Authority, the City and the Corporation for the authorization and issuance of the
Bonds, including the Indenture, the Installment Purchase Agreement and the Tax Exemption Certificate
of the Authority and the City, dated the date hereof (the “Tax Certificate™). Qur services as bond counsel
were limited to an examination of such proceedings and to the rendering of the opinions set forth below.
In this connection, we have also examined such certificates of public officials and officers of the
Authority, the City and the Corporation as we have considered necessary for the purposes of this opinion.

Certain agreements, requirements and procedures contained or referred 10 in the Indenture, the
Instaliment Purchase Agreement, the Tax Certificate and other relevant documents may be changed and
certain actions (including, without limitation, defeasance of the Bonds) may be taken or omitted under the
circumstances and subject to the terms and conditions set forth in such documents. No opinion is
expressed herein as to any Bond or the tax treatment under federal law or the laws of the State of
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California of the interest thereon if any such change occurs or action is taken or omitted upon the advice
or approval of counsel other than ourselves.

The opinions expressed herein are based on an analysis of existing laws, regulations, rulings and
court decistons and cover ceriain matiers not directly addressed by such authoritics. Such opinions may
be affected by actions taken or omitted or events occurring after the date hereof. We have not undertaken
to determine, or to inform any person, whether any $uch actions or events are taken or do occur. Qur
engagement with respect to the Bonds has concluded with their issuance, and we disclaim any obligation
to update this letter. We have assumed the genuineness of all documents and signatures presented to us
(whether as originals or as copies) and the due and legal execution ‘and delivery thereof by any parties
other than the Authority, the City and the Corporation. We have not undertaken to verify independently,
and have assumed, the accuracy of the factual matters represented, warranted or-certified in the
documents referred to in the second paragraph hereof. Furthermore, we have assumed compliance with
all covenants and agreements contained in the Indenture, the Installment Purchase Agreement and the Tax
Certificate, including (without limitation) covenants and agreements compliance with which is necessary
to assure that future actions, omissions or events will not cause interest on the Bonds to be included in
gross income for federal income tax purposes. We call attention to the fact that the rights and obligations
under-the Bonds, the Indenture, the Installment Purchase Agreement and the Tax Certificate may be
subject to bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance, moratorium and
other laws relating to or affecting creditors rights, to the application of equitable principles, to the exercise
of judicial discretion in appropriate cases and to the limitations on legal remedies against public entities in
the State of California. We express no opinion with respect to any indemnification, contribution, choice
of law, choice of forum or waiver provisions contained in the foregoing documents. We express.no
opinion and make no comment with respect to the sufficiency of the security or the marketability of the
Bonds. Finally, we undertake no responsibility for the accuracy, completeness or fairness of the Official
Statement or other offering material relating to the Bonds and express no opinion with respect thereto.

Based upon the foregoing, we are of the opinion that:

(a) The Indenture has been duly and validly authorized, executed and delivered by
the Authority-and, assuming such Indenture constitutes the legally valid and binding obligation of
the Trustee, constitutes the legally valid and binding obligation of the Authority, enforceable
against the Authority in accordance with its terms, and the Bonds are entitled to the benefits of
the Indenture. )

(b) The Installment Purchase Agreement has been duly and validly authorized,
executed and delivered by the City and, assuming such Installment Purchase Agreement
constitutes the legally valid and binding obligation of the Corporation, constitutes the legally
valid and binding obligation of the City, enforceable against the City in.accordance with its terms.

(c) The proceedings for the issuance of the Bonds have been taken in accordance
with the laws and Constitution of the State of California, and the Bonds, having been issued in
duly authorized form and executed by the proper officials and delivered to and paid for by the
purchasers thereof, constitute legal and binding special obligations of the Authority enforceable
in accordance with their terms.

(d) The Bonds are payable from the Revenues, subject to the application thereof on
the terms and conditions as set forth in the Indenture and the Installiment Purchase Agreement.

(e) It is further our opinion, based upon the foregoing, that pursuant io section 103 of
the Internal Revenue Code of 1986, as amended and in effect on the date hereof (the “Code™), and
existing regulations, published rulings, and court decisions thereunder, and assuming continuing
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‘compliance with the provisions of the Indenture and in reliance upon representations and
certifications of the Corporation made in the Tax Certificate of even date herewith pertaining to
the use, expenditure, and investment of the proceeds of the Bonds, when the Bonds are delivered
to and paid for by the initial purchasers thereof, interest on the Bonds (1) will be excludable from
the gross income, as defined in section 61 of the Code, of the owners thereof for federal income
tax purposes, and (2) will not be included in computing the altemnative minimuin taxable income
of the owners thereof who are individuals or, except as described below, corporations, for federal
income tax purposes. We call (o your attention that, with respect to our opinion in clause (2)
above, interest on all tax-exempt obligations, such as Ihe Bonds, owned by a corporation will be
included in such corporation’s adjusted current earnings for purposes of calculalmg the
alternative minimum taxable income of such corporation, other than an S corporation, a qualified
mutual fund, a real estate mortgage investment conduit {REMIC), a financial asset securitization
investment trust (FASIT), or a real estate investment trust (REIT). A corporation’s alternative
minimum taxable income is the basis on which the altemahve minimum tax imposed by section
55 of the Code is computed

H In our opinion, under existing law, interest on the Bonds is exempt from personal
income taxes of the State of California.

We express no other opinion with respect to any other federal, state, or local tax consequences
under present law or any proposed legislation resulting from the receipt or accrual of interest on, or the
acquisition or disposition of, the Bonds. Ownership of tax-exempt obligations such as the Bonds may
result in collateral federal tax consequences to, among others, financial institutions, life insurance
companies, property and casualty insurance companies, certain S corporations with subchapter C earnings
and profits, certain foreign corporations doing business in the United States, owners of an interest in a
FASIT, individuals otherwise qualifying for the earned income tax credit, individual recipients of Social
Security or Railroad Retirement benefits, and taxpayers who may be deemed to have incurred or
continued indebtedness to purchase or carry, or who have paid or incurred certain expenses allocable to,
tax-exempt obligations.

Qur opinions are based on existing law, which is subject 10 change. Such opinions are further
based on our knowledge of facts as of the date hereof. We assume no duty to update or supplement our
opinions to reflect any facts or circumstances thal may thereafter come (o our attention or to reflect any
changes in any law that may thereafier occur or become effective.

Moreover, our opinions are not a guarantee of result and are not binding on the Internal Revenue
Service or the State of California Franchise Tax Board; rather, such opinions represent our legal judgment
based upon our review of existing law that we deem relevant to such opinions and in reliance upon the
representations and covenants referenced above.

Respectfully submitied,-
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APPENDIX G

FORM OF CONTINUING DISCLOSURE CERTIFICATE

This Continuing Disclosure Certificate, dated as of Januvary 1, 2009 (the “Disclosure
Certificate”) is executed and.delivered by The City of San Diego (the “City”) in connection with the
issuance of $[Par Amount] Public Facilities Financing Authority of the City of San Diego Water Revenue
Bonds, Refunding Series 2009A (Payable Solely From Installment Payments Secured By Net System
Revenues of the Water Utility Fund) (the “Series 2009A Bonds™). The Series 2009A Bonds. are being
issued pursuant to that certain Indenture, dated as of January 1, 2009 (the “Indenture”), by and between
the Public Finance Authority of the City of San Diego (the “Authority”) and Wells Fargo Bank, Natjonal
Association, as trustee. The proceeds of the Series 2009A Bonds are being used to pay or prepay a’
portion of the Qutstanding Obligations (as defined in the Indenture), fund the reserve fund for the Series
2009A Bonds and pay costs of issuance with respect to the Series 2009A Bonds. In connection therewith,
the City, as an “obligated person™ with respect to the Series 2009A Bonds (within the meaning of the
Rule, as defined herein), covenants and agrees as follows:

Section 1. Purpose of the Disclosure Certificate. This Disclosure Certificate is being
executed and delivered by the City for the benefit of the holders and beneficial owners of the Series
2009A Bonds and in order to assist the Participating Underwritcr in complying with the Rule.

Section 2. Definitions. In addition to the definitions set forth in the Indenture, which
apply to any capitalized term used in this Disclosure Certificate unless otherwise defined in this Section,
the following capitalized-terms shall have the following meanings:

- “Annual Report” shall mean any Annual Report provided by the City pursuant to, and as
described in, Sections 3 and 4 of this Disclosure Certificate.

_ “Dissemination Agent” shall mean the City, acting in its capacity as Dissemination Agent
hereunder, or any successor Dissemination Agent designated in writing by the City and which has filed
with the City and the Trustee a written acceptance of such designation.

“Listed Events” shall mean any of the events listed in Section 5(a) of this Disclosure
Certificate. : :

“National Repositery” shall mean any Nationally Recognized Municipal Securities
Information Repository for purposes of the Rule. The National Repositories currently recognized by the
" Securities and Exchange Commission are currently set forth in the SEC website located at
http://www sec.gov/info/municipal/nrmsir.htm.

“Official Statement” means the Official Statement, dated , 2008, relating to the .
Series 2002A Bonds. ’ : i

“Participating Underwriter” shall mean any of the original Underwriters of the Series
2009A Bonds required to comply with the Rule in connection with offering of the Series 2009A Bonds.

“Repository” shall mean each National Repository and each State Repository, if any.
“Rule” shall mean Rule 15¢2-12(b)(5) adopted by the Securities and Exchange

Commission under the Securiiies Exchange Act of 1934, as the same may be amended from time to time:
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“State Repository” shall mean any public or privaie repository or entity designated by the
State of California as a state repository for the purpese of the Rule and recognized as such by the
Securities and Exchange Commission. As of the date of this Disctosure Certificate, there is no State
Repository.

Section 3. Provision of Annual Reports.

(a) The City shall, or upon written direction shall cause the Dissemination Agent to,
not later than 270 days after the end of the City’s fiscal year {which currently ends June 3™,
commencing with the report for the 2007-08 Fiscal Year (each, a “Filing Dale”), provide to each
Repository an Annual Report which is consistent with the requirements of Section 4 of this Disc¢losure
Certificate for so long as the Series 2009A Bonds remain outstanding. Not later than fifieen (15)
Business Days prior to each Filing Date, the City shall provide the Annual Report to the Dissemination
Agent (if other than the City). The Annual Report may be submitted as a single document or as separate
documents comprising a package, and may include by reference other information as provided in
Section 4 of this Disclosure Certificate; provided that the audited financial statements of the City may be
submitted separately from the balance of the Annual Report, and later than the Filing Date for the filing of
.the Annual Report, if not available by such Filing Date. If the City’s fiscal year changes, it shall give
notice of such change in the same manner as for a Listed Event under Section 5(c) hereof. The City shall
provide a written certification with each Annual Report furnished to the Dissemination Agent to the effect
that such Annual Report constitutes the Annual Report required to be furnished by it hereunder. The
~ Disseminaiion Agent may conclusively rely upon such certification of the City and shall have no duty or
obligation to review such Annual Report. ‘

(b)  If the City is unable to provide to the Reposttories an Annual Report by the date
required in subsection (a), the City shall send a notice to the Municipal Securities Rulemaking Board and
any appropriate State Repository in substantially the form attached as Exhibit A..

(cj The Dissemination Agent shall:

(i) - determine each year prior 1o the F111ng Date the name and address of
- each National Reposuory and each State Repository, if any; and

(ii) if the Dissemination Agent is other than the City, and such information is

vatiab}c to it, file a report with the City certifying that the Annual Report has been provided pursuant to

this Disclosure Certificate, stating the date it was provided and listing all the Repositories o which it was
provided.

Section 4. Content of Annual Reports. The City’s Annual Report shall contain or
incorporate by reference the following: - :

(a) The audited financial statements for the most recently completed Fiscal Year
prepared in accordance with generally accepted accounting principles as promulgated to apply to
governmental entities-from time to time by the Governmental Accounting Standards Board. If the City’s
audited financial statements are not available by the time the Annual Report is required to be filed
pursuant to Section' 3{a), thé Annual Report shall contain unaudited financial statements in a format
similar to the financial statements contained in the final Official Statement, and the audited {inancial
statements shall be filed in the same manner as the Annual Report when they become available.

{b) Financial information and operating data with respect to the City, as such

information and data relate to the City’s Water Department and the Water Utility Fund, for the most
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recently completed fiscal year of the type included in the Official Statement, in the following categories
(to the extent not included in the City’s audited financial statements):

(1) An update of the information contained in Table 1 (entitled “Historical
Number of Retail Connections 10 Water System™) of the Official Statement for the most recently
completed fiscal year;

(ii) An update of the information contained in Table 2 (entitled “Major Non-
Governmental Retail Customers and Top Governmental Customers™) of the Official Statement for the
most recently comp]eted fiscal year;

(i)  Anupdate of the information contained in Table 6 (entitled “Summary of
PrOJected CIP Projects™) of the Official Statement as of the end of the most recently completed fiscal
year; :

(iv) An update of the information contained in Table 7 (entitled “Five-Year
Water Service Charge History for Single Family Restdential Units and Other Domestic, Commercial,
Industrial and lrigation/Temporary Construction™) of the Official Statement for the most recently
completed fiscal year; - ' ' '

(v) An update of the information contained in Table 10 (entitled “Recent
Rate Hlslory for Capacity Charges™) of the Official Statement for the most recently completed fiscal year;

(vi) An update of the information contained in Table 11 (entitled “Water
Utility Fund Historical Capacity Charge Revenues™) of the Official Statement for the most recenily
completed fiscal year;

(viiy  An update of the information contained in Table 12 (entitled “Water
Customer Accounts Receivable and Shut Offs by Fiscal Year”) of the Official Statement for the most
recently completed fiscal year; :

(viii}  An update of the information contained in Table 13 (entitled “Historical
Sources of Water Service Revenues”) of the Official Statement for the most recently completed fiscal
year;

{ix) Information contained in Table- 14 (entitled “Revenues, Expenses,
Changes in Fund Net Assets™) of the Official-Statement for the most recently completed fiscal year;

(%) Information contained in Table 15 (entitled “Calculation of Historic Debt
Service Coverage™) of the Official Statement for the most recently completed fiscal year;

(xi)-  Information contained in Table 16 (entitled “Water Utility Fund
Reserves™) of the Official Statement for the most recently completed fiscal year;

(xii)  An update of the information contained in Table 21 (entitled “City of San
Diego Pooled Investment Fund”) of the Official Statement as of the most recently completed fiscal year;

(xiii)  Information contained in Table 22 (entitled ‘Cl[y of San Diego Schedule
of Funding Progress™) of the Official Statement for the most recently completed fiscal year;,

G-3
19152.17 031133 POS

Cng 13



(xiv)  Information contamed in Table 23 (entitled “City of San Diego and
Water Department Pension Contribution™) of the Official Statement for the most recently completed fiscal
year, '

(xv)  Information comained in Table 24 (entitled “Water Department Retiree
Health Contribution™) of the Official Statement for the most recently completed fiscal vear; and

(xvi}  An update of the information contained in the Official Statement under
the heading “Water System Financial Operations — Labor Relations - General” for the most recently
completed fiscal year.

Any or all of the items listed above may be included by specific reference to other
documents including official statements of debt issues of the City or related public entities, which have
been submitted to each of the Repositories or the Securities and Exchange Commission. If the document
included by reference is a final official statement, it must be available from the Repositories. The City
shall clearly identify each such other document so included by reference.

Section 5. Reporting of Significant Events,

(a) Pursuanit to the provisions of this Section 5, the City shall give, or cause to be
given, notice of the occurrence of any of the followmg events with respect to the Series 2009A Bonds, if
material: )

(i) Principal and mterest payment delmquenmes
(i) Non-payment related defanlts. :
: (iii)  Unscheduled draws on debl service reserves reflecting financial
difficulties. ' :
- {iv) Unscheduled draws on credit enhancements reflecting financial
difficulties.

(V) Substitution of credit or liquidity providers, or their failure to perform.
. (vi) Adverse tax opinions or events affecting the tax—exempt status of the

Series 2009A Bonds. :

(viiy  Modifications to rights of Bondholders.

(viti)  Contingent or unscheduled Bond calls.

{(ix) Defeasances.

(x) Release, substitution, or sale of property securing repayment of the
Series 2009A Bonds.

{xi) . Rating changes.

(b) Whenever the City obtains knowledge of the occurrence of a Listed Event, the
City shall as soon as possible determine if such event would be material under applicable Federal
securities law. :

(c) If the City determines that knowledge of the occurrence of a Listed Event would
be material under applicable Federal securities law, the City shall promptly file a notice of such
occurrence with the Repositories. Notwithstanding the foregoing, notice of Listed Events described in
subsections (a)(viii) and (ix) need not be given under this subsection any earlier than the notice (if any) of
the underlying event is given to holders of affected Bonds pursuant to the Indenture.

(d) If the Dissemination Agent has been instructed by the City to report the .
occurrence of a Listed Event, the Trustee shall file a notice of such occurrence with the Repositories with
a copy to the City. Notwithstanding the foregoing notice of Listed Events described in subsections
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(a)(viii) and (ix) need not be given under this subsection any earlier than the notice (if any) of the
underlying event is given to the holders of affected Bonds pursuant to the Indenture. :

Section 6. Termination of Reporting Obligation. The Cliy s obligations under this
Disclosure Certificate shall terminate upon the legal defeasance, prior redemption or payment in full of all
of the Series 2000A Bonds. 1f such termination occurs prior to the final maturity of the Series 2009A
Bonds, the City shall give notice of such termination in the same manner as for a Listed Event under
Section 5(c).

Section 7. Dissemination Agent. The City may, from time to time, appoint or engage a
Dissemination Agent to assist it in carrying out its obligations under this Disclosure Certificate, and may
discharge any such Dissemination Agent, with or without appeinting a successor Dissemination Agent.
The initial Dissemination Agent shall be the City. The Dissemination Agent may resign as Dissemination
Agent by providing thirty days written notice to the City and the Trustee. The Dissemination Agent shall
not be responsible for the content of any report or notice prepared by the City. The Dissemination' Agent
shall have no duty to prepare any information report nor shall the Dissemination Agent be responsible for
filing any report not provided to it by the'City in a timely manner and in a form suitable for filing,

The City may satisfy its obligations hereunder to file any notice, document or information
with a National Repository or State Repository by filing the same with any dissemination agent or
conduit, including any “central post office™ or similar entity, assuming or charged with responsibitity for
accepting notices, documents or information for transmission to such National Repository or State
Repository, to the extent permitted by the SEC or SEC staff or required by the SEC. For this purpose,
permission shall be deemed to have been granted by the SEC staff if and to the extent the dissemination
- agent or conduit has received an interpretive letter, which has not been revoked, from the SEC staff to the
effect that using the agent or conduit to transmit information to the National Repository and State
Repository will be treated for purposes of the Rule as if such information were transmitted directly to the’
National Reposntory and Slate Repository.

Section 8. Amendment; Waiver. Notwithstanding any other provision of this
Disclosure Certificate, the City may amend this Disclosure Certificate, and any providion of this
Disclosure Certificate may be waived (provided no amendment that modifies or increases its duties or -
obligations of the Dissemination Agent shall be effective without the consent of the Dissemination
Agent), provided that the following conditions are satisfied:

(a) if the amendment or waiver relates to the provisions of Sections 3(a), 4 or 5(a), it
may only be made in connection with a change in circumstances that arises from a change in legal
requirements, change in law, or change in the identity, nature, or status of an obli‘gated person with |
respect to the Series 2009A Bonds, or type of business conducted;

{b) the undertakings herein, as proposed to be amended or waived, would, in the
" opinion of nationally recognized bond counsel, have complied with the requirements of the Rule at the
time of the primary offering of the Series 2009A Bonds, afier taking into account any amendments or
interpretations of the Rule, as well as any change in circumstances; and )

(c) the proposed amendment or waiver either (i} is approved by holders of the Series
2009A Bonds in the manner provided in the Indenture for amendments to the Indenture with the consent
of holders, or (ii} does not, in the opinion of nationally recognized bond counsel, matetially impair the
" interests of the holders or beneficial owners of the Series 2009A Bonds,
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If the annual financial information or operating data to be provided in the Annual Report
is amended pursuant to the provisions hereof, the first annual financial information filed pursuant hereto
containing the amended operating data or financial information shall explain, in narrative form, the
reasons for the amendment and the impact of the change in the type of operating data or financial
information being provided.

If an amendment 1s made to the undertaking specifying the accounting. principles to be
followed in preparing financial statements, the annual financial information for the year in which the
change i1s made shall present a comparison between the financial statements or information prepared on
the basis of the new accounting principles and those prepared on the basis of the former accounting
principles. The comparison shall include a qualitative discussion of the differences in the accounting
principles and the impact of the change in the accounting principles on the presentation of the financial
information, in order to provide information to investors to enable them to evaluate the ability of the City
to meet its abligations. To the extent reasonably feasible, the comparison shall be quantitative. A notice of
the change in the accounting principles shall be seat to the Repositories in the same manner as for a
Listed Event under Section 5(c).

Section 9. Additional Information. Nothing in this Disclosure Certificate shall be
deemed to prevent the City from disseminating any other information, using the means of dissemination
set forth in this Disclosure Certificate or any other means of communication, or including any other
information in any Annual Report or notice of occurrence of a Listed Event, in addition to that which is
required by this Disclosure Certificate. If the City chooses to include any information in any Annual
Report or notice of occurrence of a Listed Event in addition to that which is specifically required by this
Disclosure Certificate, the City shall have no obligation under this Disclosure Certificate to update such
information or include it in any future Annual Report or notice of occurrence of a Listed Event.

Section 10, Default. In the event of a failure of the City to comply with any provision
of this Disclosure Certificate, any Participating Underwriter or any holder or beneficial owner of the
Series 2009A Bonds may take such actions as may be necessary and appropriate, including seeking
mandate or specific performance by court order, to cause the City to comply with its obligations under
this Disclosure Certificate. A default under this Disclosure Certificate shali not be deemed an Event of
Default under the Indenture, and the sole remedy under this Disclosure Certificate in the event of any
failure of the City to comply with this Disclosure Certificate shall be an action to compel performance.

Section 11. Duties, Immunities and Liabilities of Dissemination Agent. The
Dissemination Agent shall have only such duties as are specifically set forth in this Disclosure Certificate,
and the City agrees to indemnify and save the Dissemination Agent, its officers, directors, employees and
agents, harmless against any loss, expense and liabilities which it may incur-arising out of or in the
exercise or performance of its powers and duties hereunder, including the costs and expenses (including
attorneys fees) of defending against any claim of liability, but excluding liabilities due to the
Dissemination Agent’s negligence or willful misconduct. The Dissemination Agent shall be paid
compensation by the City for its services provided hereunder in accordance with its schedule of fees as
amended from time to time and shall be reimbursed for all expenses, legal fees and advances made or
incurred by the Dissemination Agent in the performance of its duties hereunder. The Dissemination
Agent shall have no duty or obligation 1o review any information provided to it hereunder and shall not be
deemed to be acting in any fiduciary capacity for the City, the Authority, the Series 2009A Bondholders,
or any other party. Other than in the case of negligence, gross negligence or willful misconduct of the
Dissemination Agent, the Dissemination Agent shall not have any liability to the Series 2009A
Bondholders or any other party for any monetary damages or financial liability of any kind whatsoever
rejated to or arising from any breach of any obligation of the Dissemination Agent. The obligations of the
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City under this Section shall survive resignation or removal of the Dissemination Agem and payment of
the Series 2009A Bonds.

Section 12. Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of
the City, the Disserhination Agent, the Participating Underwriter and holders and beneficial owners from

time to time of the Series 2009A Bonds, and shall create no rights in any other person or entity.

THE CITY OF SAN DIEGO

By:

Authorized Signatory '

Attest:

City Clerk

APPROVED AS TO FORM:
MICHAEL J. AGUIRRE, City Attorney

By:

Name:
Deputy City Attorney
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EXHIBIT A
FORM OF NOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT

Natne of Issuer: | The City of San Diego

Name of Issue: $[Par Amount].Public Facilities Financing Authority of
the City of San Diego Water Revenue Bonds, Refunding Series 2009A
(Payable Solely From Instailment Payments Secured By Net System
Revenues of the Water Utility Fund) (the “Bonds™).

Date of {ssuance: January __, 2009

NOTICE IS HEREBY GIVEN that the City of San Diego has not provided an Annual Report with respect
to the above-named Bonds as required by Section 3 of the Continuing Disclosure Certificate dated as of
January 1, 2009 executed and delivered by the City: [The City anticipates that the Annual Report will be

filed by ]

Dated:

THE CITY OF SAN DIEGO

By:
Title:

G-8 : :
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APPENDIX H
INFORMATION REGARDING THE BOOK-ENTRY ONLY SYSTEM

THE INFORMATION IN THIS APPENDIX H CONCERNING THE DEPOSITORY TRUST
COMPANY, NEW YORK, NEW YORK AND ITS BOOK-ENTRY SYSTEM HAS BEEN OBTAINED
FROM SOURCES THAT THE CITY, THE AUTHORITY AND THE UNDERWRITERS BELIEVE TO
BE RELIABLE, BUT THE CITY, THE AUTHORITY AND THE UNDERWRITERS TAKE NO
RESPONSIBILITY FOR THE ACCURACY THEREOF.

" The Depository Trust Company (“DTC™), New York, New York, will act as securities depository
for the Public Facilities Financing Authority of the City of San Diego Water Revenue Bonds, Refunding
Series 2009A (Payable Solely From Installment Payments Secured by Net System Revenues of the Water
Utility Fund) (the “Series 2009A Bonds”). The Series 2009A Bonds will be issued as fully-registered
securities registered in the name of Cede & Co: (DTC’s partnership nominee) or such other name as may
be requested by an authorized representative of DTC. One fully-registered bond certificate will be issued
for each maturity of each Series of the Series 2009A Bonds cach m the aggregate pr1nc1pal amount of
such maturity, and will be deposited with DTC.

DTC, the world’s largest securities depository, is a limited-purpose trust company organized
under the New York Banking Law, a “banking orgamzatlon within the meaning of the New York
Banking Law, a member of the Federal Reserve System a c]earmg corporation?” within the meaning of
the New York Uniform Commercial Code, and a “clearing agency” registered pursuant to the provisions
of Section 17A of the Securities Exchange Act of 1934. DTC holds and provides asset servicing for over
3.5 million issues of U.S. and non-U.S. equity issues, corporate and municipal debt issues, and money
market instruments (from over 100 countries) that DTC’s participants (“Direct Participants”) deposit with
DTC. DTC also facilitates the post-trade settlement among Direct Participants of sales and other
securities transactions in deposited securities, through electronic computerized book- entry transfers and
pledges between Direct Participants’ accounts. This eliminates the need for physical movement of
securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers,
banks, trust companies, clearing corporations, and certain other organizations. DTC is a wholly-owned
subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC is the holding company for
DTC, National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which are
registered clearing agencies. DTCC is owned by the users of its regulated subsjdiaries. Access to the DTC
system is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks,
trust companies, and clearing corporations that clear through or maintain a custodial relationship with a
Direct Participant, either directly or indirectly (“Indirect Participants™). DTC has Standard & Poor's
highest rating: AAA. The DTC Rules applicable to its Participants are on file with the Securities and
Exchange Commission. More information about DTC can be found at www.dice.com and www.dtc.org.

Purchases of the Series 2009A Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Series 2009A Bonds on DTC’s records. The ownership
interest of each actual purchaser of each Series 2009A Bond (“Beneficial Owner”) is in turn to be
recorded on the Direct and Indirect Participants’ records. Beneficial Owners will not receive written
confirmation from DTC of their purchase. Beneficial Owners are, however, expected to receive written
confirmations providing details of the transaction, as well as periodic statements of their holdings, from
the Direct or Indirect Participant through which the Beneficial Owner entered into the transaction.
Transfers of ownership interests in the Series 2009A Bonds are to be accomplished by entries made on
the books of Direct and Indirect Participants acting on behalf of Beneficial Owners. Beneficial Owners
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will not receive certificates representing their ownership interests in the Series 2009A Bonds, except in
the event that use of the book-eniry system for the Series 2009A Bonds is discontinued. '

To facilitate subsequenf transfers, all Series 2009A Bonds deposited by Direct Participants with
DTC are registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may
be requested by an authorized representative of DTC. The deposit of the Series 2009A Bonds with DTC
and their registration in the name of Cede & Co. or such other DTC nominee do not effect any change in
beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Series 2009A Bonds;
DTC’s records reflect only the identity of the Direct Participants to whose accounts such Series 2000A
Bonds are credited, which may or may not be the Beneficial Owners. The Direct and Indirect Participants
will remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial
Owners will be governed by arrangements among them, subject {o any statutory or regulatory -
requirements as may be in effect from time to time. The City and the Authority will not have any
responsibility or obligation to such Direct Participants and Indirect Participants or the persons for whom
they act as nominees with respect to the Series 2009A Bonds. Beneficial Owners of the Series 2009A
Bonds may wish to take certain steps to augment the transmission to them of notices of significant events
with respect to the Series 2009A Bonds, such as redemptions, tenders, defaults, and proposed
amendments to the Series 2009A Bond documents. For example, Beneficial Owners of the Series 2009A
Bonds may wish to ascertain that the nominee holding the Series 2009A Bonds for their benefit has
agreed to obtain and transmit notices to Beneficial Owners. In the aiternative, Beneficial Owners may
wish to provide their names and addresses to the registrar and request that copies of notices be provided
directly to them. ' :

Redemption notices shall be sent to DTC. The conveyance of notices and other communications
by DTC to DTC Participants, by DTC Participants {o Indirect Participants and by DTC Participants and
Indirect Participants to Beneficial Owners will be governed by arrangements among them, subject to any
statutory or regulatory requirements as may be in effect from time to time. Any failure of DTC to advise
any DTC Participant, or of any DTC Participant or Indirect Participant to notify a Beneficial Owner, of
any such notice and its content or effect will not affect the validity of the redemption of the Series 2009A
Bonds called for redemption or of any other action premised on such notice. Redemption of portions of
the Series 2009A Bonds by the Authority will reduce the outstanding principal amount of Series 2009A
Bonds held by DTC. In such event, DTC will implement, through its book-entry system, a redemption by
lot of interests in the Series 2009A Bonds held for the account of DTC Participants in accordance with its
own rules or other agreements with DTC Participants and then DTC Participants and Indirect Participants
will implement a redemption of the Series 2009A Bonds for the Beneficial Owners.

Redemption notices shall be sent to DTC. If less than all of the Series 2009A Bonds within an
issue are being redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct
Participant in such issue to be redeemed.

Neither DTC nor Cede & Co. {nor any other DTC nominee) will consent or vote with respect to
the Series 2009A Bonds unless authorized by a Direct Participant in accordance with DTC’s MM]
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Trustee as soon as possible
afier the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those
Direct Participants to whose accounts the Series 2009A Bonds are credited on the record date (identified
" in a listing attached to the Omnibus Proxy).
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Payments of principal of, premium, if any, and interest on the Series 2009A Bonds will be made
to Cede & Co., or such other nominee as may be requested by an authorized representative of DTC.
DTC’s practice is {o credit Direct Participants’ accounts upon DTC’s receipt of funds and corresponding
detail information from the Trustee, on payable dates in accordance with their respective holdings shown
on DTC’s records. Payments by Participants 1o Beneficial Owners will be governed by standing
instructions and customary practices, as is the case with securities held for the accounts of customers in
bearer form or registered in “street name,” and will be the responsibility of such Participant and not of
DTC nor its nominee, or the Trustee, subject to any statutory, or regulatory requirements as may be in
effect from time to time. Payments of principal of, premium, if any, and interest on the Series 2009A
‘Bonds to Cede & Co. (or such other nominee as may be requested by an authorized representative of
DTC) is the responsibility of the Trustee, disbursement of such payments to Direct Participants will be the
responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be the.
responsibility of Direct and Indirect Participants.

NONE OF THE CITY, THE AUTHORITY -OR THE TRUSTEE WILL HAVE ANY
RESPONSIBILITY OR OBLIGATION TO DTC PARTICIPANTS, INDIRECT PARTICIPANTS OR
BENEFICIAL OWNERS WITH RESPECT TO THE PAYMENTS OR THE PROVIDING OF NOTICE
TO DTC PARTICIPANTS, INDIRECT PARTICIPANTS OR BENEFICIAL OWNERS OR THE
SELECTION OF BONDS I OR PREPAYMENT.

DTC may discontinue providing its services as depository with respect to the Series 2009A Bonds
at any.time by .giving reasonable notice to ‘the City, thé Authority or the Trustee. Under such
circumstances, in the event that a successor depository is not obtained, bond certificates are required to be
printed and delivered.

The City and the Authority may decide to discontinue use of the system of book-entry-only
transfers through DTC (or a successor securities depository). In that event, bond certificaies will be
printed and delivered to DTC. ' : :

In the event that the book-entry system is discontinued as described above, the requirements of
the Indenture will apply. The information in this section concerning DTC and DTC’s book-entry system
has been obtained from sources that District believes to be reliable, but District takes no responsibility for
the accuracy thereof.

None of the City, the Authority, thé Trustee or the Underwriters can and do not give any
assurances that DTC, the Participants or others will distribute payments of principal of, premium, if any,
and interest on the Series 2009A Bonds paid to DTC or its nominee as the registered owner, or will
distribute any prepayment notices or other nofices, to the Beneficial Owners, or that they will do so on a
timely basis or will serve and act in the manner described in this Official Statement. None of the City, the
" Authority, the Trustee or the Underwriters are responsible or liable for the failure of DTC or any
Participant to make any payment or give any notice to a Beneficial Owner with respect to the Series
2009A Bonds or an error or delay relating thereto.
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Morgan Stanley and JP Morgan Securities
COMMUNITY REINVESTMENT ACTIVITY

This information is being provided in connection with the Fiscal Year 2009 Bonds - Water -
System (Refunding and New Money). Morgan Stanley & Co. (“Morgan Stanley™} and J.P.
Morgan Securities, Inc. (J.P. Morgan) are the proposed senior and co-senior manager,
-respectively, for the Water Revenue Bonds, Refunding Series 2009A. Attached is the
information provided by the firms on their community reinvestment activity. A summary of the
firm’s community reinvestment activities w1thm the Cahfomla region including San Diego are
provided.

Per the CRA Regulation. “The Community Reinvestment Act, enacted in 1977, is
intended to encourage depository institutions to help meet the credit needs of the communities
(or assessment areas) in which they operate, including low-and moderate-income
neighborhoods, consistent with safe and sound banking operations.. An *Assessment Area”
includes the geographies (or census tracts) where the institution has its main office, retail
branches, and/or deposit-taking ATMs, as well as the surrounding geographies in which the
institution originated or purchased a substantial portion of its loans.”

Morgan Stanley. Prior to October 20(}8 Morgan Stanley was an investment bank and therefore
not subject to the CRA or HMDA provisions. Morgan Stanley has restructured as a bank holdmg
company, but currently has no commercial banking operations. Morgan Stanley voluntarily
provided information on its community activities upon the City’s request. .

According to Morgan Stanley’s submission, the firm has donated $3.7 million in 2007 and 2008
(year to date) respectively to local charities in'California, including many in the San Diego
region. Other programs include Annual Appeal Program where Morgan Stanley encourages
employees to give to local charitable organizations, and also offers a partial match (80.25 for
each §1.00) for any employee donations. Other San Diego activity includes employees who-are
actively involved in the communities through community service and scholarship. Other
information is detailed in Morgan Stanley’s CRA attachments.

J.P. Morgan. }.P. Morgan Chase Bank, N.A does not have a main office, retail branch, or
deposit-taking ATM in the City of San Diego. As aresult, San Diego is not a JPMC CRA
assessment area. Nationally, JPMC received an overall “Outstanding” CRA rating from the
Comptroller of the Currency on January 1, 2007.

According to JP Morgan’s submission, since 2005, the Bank has provided over 11,700 mortgage
loans in the City of San Diego, of which 4.3% were made to low-or moderate-income borrowers .
and 15.5% were made for homes located in low-or moderate-income communities. Also, since
2005, the Bank has made over 30,400 small business loans in San Diego, of which, over 18.3%
were made to business located in low-or moderate-income communities.
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Morgan Stanley’s CRA and HMDA information is included as attachments 1 and 2, respectively.
J.P. Morgan’s CRA and HMDA information is included as attachments 3 through 5.

Morgan Stanley and J.P. Morgan representatives will be available at the October 27/28, 2008,
City Council meeting to address questions that the Council members may have on their firms’
commitment to the region.

Attachments: 1. Morgan Stanley CRA Letter of October 3, 2008
2. Morgan Stanley HMDA Letter of September 30, 2008
3. Community Reinvestment Act Performance Evaluation
4, Overview of JPMorgan Chase Bank, N.A. Community Reinvestment Activities
in the City of San Diego ’
5. JP Morgan Chase Bank, N.A. Letter of October 1, 2009 -
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Attachment 1
535 Californis Strect
Suile 2200

Morgan Stanley : . San Fruncisco, TA 2404

October 3, 2008

Debt Management Department
City of San Diego

202 C Street, MS 7B

San Diego, CA 92101-3868

To Whom It May Concern:

Morgan Stanley & Co. Incorporated shares the City of San Diego’s commitment to community
involvement and investment. Although Morgan Stanley & Co. Incorporated is not a commercial bank
and has no mandated community reinvestment obligations, we do voluntarily provide significant
charitable donations to California programs and charities, including those in the San Diego area.
Morgan Stanley Community Affairs provides over $10 miilion annually in the U.S. with three primary
goals:

i) to create and deliver excellence in children's healthcare;

i1) to invest in students and faculty to create access and opportunity in the financial services
sector for members of underserved communities; and

iii) to encourage, recognize and reward employee volunteer efforts.

Charitable Contributions in the San Diego Region. Morgan Stanley has donated $2.4
million and $1.3 million in 2007 and 2008 (year to date) respectively to local charities in California.
This includes a wide variety of charities in the San Diego region including San Diego County Hispanic
Chamber of Commerce, La Jolla Playhouse, Scripps Health Foundation, Torrey Pines High School,
Copley Family YMCA, Rancho Sante Fe Art Guild, National Multiple Sclerosis Society, Juvenile
Diabetes Research Foundation, United Cerebral Palsy Association of San Diego County, Empowering
the Human Spirit Foundation, Invest in Others Chantable Foundation, Rady’s Childrens Hospital,
Elizabeth Hospice, and La Jolla Youth Baseball Association, among others.

Annual Appeal Program — Employee Donations.. Morgan Stanley also sponsors an Annual
Appeal Program which encourages employees to give to local charitable organizations, and also offers
a partial match ($0.25 for each $1.00) for any employee donations. In 2007, there were 1,485
donations made by employees as part of the Annual Appeal program in California, including 91
donations to San Diego area charities covering a wide range.of causes. Several of these charities are
listed in the table below.

San Diego Area Recipients of Annual Appeal Program Funds in 2007

American Lung Association of Conners Cause for Children San Diego Humane Society & United Way of San Diego

San Diego i SPCA County

American Melanoma Foundation Freedom Is Not Free San Diego State University Univ of California - San Diega

American Red Cross - San Injured Marine Semper Fi Fund  San Diego Youth & Community  University of San Diego

Diegofimperial Counties - - Services, Inc.

Autism Research Institute Make-A-Wish Foundation - San  Scripps Research Institute Veterans Memorial Cenler Inc
Diego . .

Baja Animal Sanctuary Mama's Kilchen St. Vincent de Paul Village Veterans Village of San Diego

Bumn Institute Rancho Coastal Humane StandUp For Kids Voices for Children San Diego
Society

Childrens Hospital and Healin Salvation Ammy San Diego Susan G. Komen Bieast Cancer  YMCA of San Diego County

Center ~ Foundation - San Diego Afilliate

Children's School for Chitd- San Diego Hospice Foundation  SVDF Management Inc. - Zoological Society of San Diego

Centered Education Father Joe's Villages

00723



Morgan Stanley

Community Involvement in the San Diego Reglon In addition to donating money, Morgan
Stanley and its employees are actively involved in their communities, including participating in Global
Volunteer Month, In California, employees logged more than 2,500 hours of community service
during this period for 185 organizations throughout the State. Organizations include many in the San
Diego region including the San Diego Blood Bank, the San Diego County Animal Shelter, the San
Diego County Parks Department, the San Dicgo River Park Foundation, the Encinitas Trails Coalition,
the Encinitas Parks and Recreation Commission and the California Youth Soccer Association. Other
southern California organizations that employees donated their time {0 included Cedars, Sinai, the Boys
and Girls Club of America, the Avon Walk for Breast Cancer, the American Cancer Society, Habitat
for Humanity, the Laguna Beach Community Clinic, Special Olympics, Swim Pasadena, the Surfrider
Foundation, the Thousand Oaks Civic Arts Plaza, various YMCA chapters and the Venice Family
Clinic. We have included the latest issue of our “What a Difference a Day Makes” newsletter, which
references the participation of some of our La Mesa employees in their local chapter of the National
Multiple Sclerosis Socicty. :

VolunteerMatch. The Firm also provides a tool forr employees called VolunteerMatch which
helps employees find local opportunities that fit their interests, as well as allow employees to. recruit
other employees to causcs that they are passionate about. Currently the site lists 630 opportunities in
San Diego County, including opportunities directly related to community development. This includes:
Rebuilding Together Greater San Diego, El Cajon Community Development Corporation, City Heights
Community Development Corporation, San Diego River Park Foundation, Nicodemus Wildemess

-Project. Through this tool, we hope to grow our community involvement, in San Diego, as well as
across California.

Scholarship Programs. Many other organizations that are significant recipients of funds from
Morgan Stanley are focused on a particular issue nationwide rather than a specific region, and
recipients of their funds can be from any region. This includes several scholarship programs for
organizations including the American Indian College Fund, which provides scholarships for tribal
college students studying business; the Hispanic Scholarship Fund (based in California), which gives
scholarships to students from diverse ethnic backgrounds in the United States and Puerto Rico; th}
Robert A. Toigo Foundation (bascd in California), which glves scholarships, networking support,
mentoring and practical work experience in the financial services industry for talented young men and
women of color pursuing MBA degrees; and A Better Chance, which is a group of national education
programs that create opportunities for academically talented students of color.

Please do not hesitate to contact us if we can provxde further information about our. programs
and our commitment to commumty reinvestment.

Very truly yours,

/s/ John Sheldon . /s/ Margaret Backstrom

John Sheldon Margaret Backstrom

Managing Director Executive Director

Phone: (415) 576-2083 Phone: (415) 576-2073

Fax: (415) 591-4582 . Fax: (415) 591-4586
john.sheldon@morganstanley.com margaret.backstrom@morganstanley.com
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n keeping with Morgan Stanley’s dedication 1o

healthcare, employees across the country participared

in the Narional Multiple Sclerosis Sociery ("National
MS Sociery™) rides and walks, which ake place
throughout the year, In 2007, Morgan Stanley raised
over $91,000. '

Two members of the Chicage team, Meg Marks {Associs’s,
Chicaga, 1L}, keft, and Connie Pappas (Manager, Chicage, IL),
show off thelr M3 ridfing shirt °

o N . SN L S SRS ~
Dailas Ofics Reilies
he Natianal New Accounts division in Dallas, TX,
is busy this year giving back 10 the communiry.
The group formed the Culrure Commirtee,
charging members with creating meaningful and
applicable oppertunities for the office o give back.

"Overill, we have discovered how rewarding it can be 10
give 1o others through out time, energy and monerary
gifts. Although we set out 10 build relationships with
those in our community, we have been suzprised 0
see how much stronger the working relationships
have grown between coworkers, These opportuniries
trizly have been rewarding for everyane invalved,” said
Kelley Cherry {Exccutive Assistant, Dallas, TX).

The effort began with a volunteer and fund-raising
initiative in cooperation with the Dallas, Texas
Scottish Rire Hospiral for Children. Scotrish Rite
trears children with orthopedic-conditions, as well

25 certain related neurclogical disorders and learning
disoeders, The hospital, solely funded by donations, is
able to provide all services 1o s patients withous cost.
Through a cangest, she Dallas office raised over $2,000.
In addition, a group of 10 employees volunteened at
the hospital in Ocioher. The volunieess played games
and made crafts with the children who had been in
the haspiral over the weekend. The visit was such a
suceess that Morgan Staniey employees visited 2gzin
during the winter holidays. Tonya Garzison {Closure
Specialist, Dallas, TX) was touched by the spirius of
the childzen at Scottish Rice. She went on <0 say, "
didn't know what to expect going inta the children’s

. haspital for the first time, but afier 3 fow short hours,

1 felt incredibly blesied by the opportuniny™

The Dallas office also spent 2 day at the North Texas
Food Bank helping to orgznize and pack food for
distribution. The Food Bank distributes perishable and
nonperishable iterns 10 food pantries, soup kitchens
and shelters in North Cemzal Texas. In addition to

This past June, 22 employees from Chicago braved the
elemenos 10 help the fight against Multiple Sclerosis.
Ian Radomski (Managing Dirccror, Chil:zg‘o‘ iL}isa
board member for the Greater {llinois Chaprer of the
National M5 Sacicty and seeved a3 the ream caprain
of the Chicago branch 1eam called "Team MS 4 MS”
This was his secand year riding and he said he fecls
the side is 3 great way 1o raise awarcness and support
the Narional MS Sociery. The first day was cold and
rainy but the team fough through the bad weathes.

"1 wanted 1o quit 20d cut my ride short given the
clements,” explained Radomski, “That said, it was
quite ¢vident 1o me that individuals with Mulriple
Sclerosis don't have the option 10 quit, they must fight
MS every day. This was the inspitation wo keep riding
despite the terrible weather.” The rest of the 22-
member 1eam ala fought the unfavarahle conditions
10 support the cause and not one person dropped

out. Beety Ann Alter (Vice President, Chicago, 11)
was 2 key member of the committee and rode for
the first time this year, “The riders and volunteers
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Dalas group with their donated teys, ROW 1: Kendra Landry IS¢nvicing Support Repressntative), Mylene Moors {Procesting Support

® Aived, Tammy Svis {1

Support Rap

Liz Barbozs [Quality Contral R tative), Dane Peraz ||

, Wravgin Wonias {Servicing Suppart Representative), ROW 2: .
£ Support Manager), Lody Williami (Procexsing Support Rapras sntative),
Shay Pauf [Processing Suppotl Repreientativel, Lonnie Ammim (Procesting Supporl Reprasantative), ROW 3: Tenya Sarrison (Clasure _ -

Reprosantative), Yaneiaa Macadory (Preteasing Support Representabve), Wendy Maynard (Processing Suppoft Reprasentative], ROW 4-

Kelity Cherry |Exscitive Astitant), Vanesss Wiitr (Procewsing Sippott R

volunteeting & the food bank, they have brough
in canned goods and other nonperishable items on
several ocasions to donate o the Food Bank.

Additianally, 10 employees participared in the Susan G

Komen Race for the Cure. The enire office helped the
participating group raise over $1,200 thzough 2 bake
sale and 2 race berween rwo empleyecs 1o raise donarions,

Bruring the winier holiday season, the Dallas office

hosied a woy drive for Toys for Touws, sponsored by the

. Jon Benton

Suppert r

U.S. Marire Corps Rescrve, Tony Goodavish (Vice
President, Dallas, TX) spearheaded the campaiga
with the help of the Culture Committee. "The office
was very excited abour this campaign. It allows us as
2 team 1o pive back to the community and make a
difference in childrens lives,” said Goodavish.

Overall, the roundup of valunieer activities in the Dallas
office was met with such z positive response tat plans
are being made 10 continue the acts of good work on an
ongoing basis.:
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Ohio team smies for the camera balore they head off to sde, TOP ROW, latt to right: Mack Shupa (Feemer Branch Manager, Akron, OH},
Staeve O'Neill {Associate Vice Preaident, Financial, Centerville, OHi, John Ritter (Friend), Tony Rifter (Formar Manaper, Centendlie, OH),
April Ghory (CSA, Centervile, OH), Darein Ashwarth (Friend), MIDDLE ROW, taft to right: Davi¢ Petree (deceasad, Financial Advizor),
Barbara Jackson (Frignd), Scon fidar {Friend), Germi Meinen. (Friend), Nsnce Kruh-Meyer (Fend], 3lave Gitcon (Friend), Dawn Whitacre
{formar M5 CSA, Centarville, DH), Gary Hursy (Vica Prasident, Financlsl Adviser, Centzrville, OH), Jenniter Birkenshaw (Friend),
BGTTOM ROW, left to right: Kuts Meinars (Friend), Kimbarly Thelas (Friend), Michalie O'Naill (Friend), Sean 0'Nell (Frinnd),

Warvin Ftynn (Friend], Malanle Hurdl ¢Friend], Cathy Dexvey (Frienc)

From left to right, Jou Mercadants (Financial Advisor), Rick
Goltlich (First Vieu Prasidant), Kim Golden {Associate Vice
President), Herb Hartman (Vice Prasidant), Warren Walischleger
(First Vice Prasident! get ready ie participiie in the 2007 MS
Society Walk in Paim Besch Gardens

were incredible and the support fos our team from
colleagues, family and friends was amazing,” recalled
Alter. The Morgan Stanley team raised over $30,000
and is loaking to surpass that amount this summer,
Chicago team members included: Katie Boehm (Vice
President), Robert Dressler (Senier Vice Presidens),
Brent Habitz {Analysi), Jeffrey Knupp (Vice
President), William Maw (Associawe), Meg Marks
{Associare), Marry Mooney (Analysi), Tiara Nelson
[Analyst), John Olvany {Managing Director), Connie
Pappas (Manager), Alice Treska (Administration) and
Androw Winick (Vice President), Chicage, M.

Swephen E 0" Nall (Asociare Vice President, Centervilie,
QH}) heads the highesi-grossing Morgan Stanley
team in the nation. The team raised more pledge
dollars than any other Firm 1eam in any other
National MS Society walk or ride nationwide in
both 2006 and 2007. O'Neill's father was diagnesed
with M5 in 1980 2nd passed away at age 65, due
to complications relared o the disease. Starting in
2003, O'Neill became the route coordinator, creating
and marking the routes each July prior to the cvent.

in 2007, the National MS Society honored him as the
Voluntcer of the Year for the Ohio Valley Chapier.
Firm participanu included: April Ghory (Registered
Client Service Associate), Gary Hurst (Vice
President) and his daughter April Whitchead
(Financial Advisor), Centerville, OH. David Peree
(Financial Advisor, Centerville, OH}, was honored
posthumnously, as one of the top fundraisers in 2007.
While on a team taining ride in fune, he sulfeted

2 heart awrack and passed away, Over 51,500 was
raised in his name.

Fot the ninth year in a row, Hesbert Hartman

{Vice President, Palm Beach Gardens, FL) will Aetd
a team of Morgan Stanley cmployees 1o paricipate
in the local MS Sociery walk.The wearn name iy
Cindy’s Heroes, in hones of Hartman's wife, wha has
Mulsiple Sclerasis. Cindy is now reliant on a scooter

Steve Farguion (Regoiersd Seaior Sarvics Repressniative,
Wit Valley Crty, UT) kewpang up with his taibing while in Pariz

and comes out each year to support the walkers. “You
leamn very quickly that everybody knows wmebedy
wha has MS. To everybody at Morgan Suanley who
participates in a National Multiple Sclerosis Sociesy
cvent ¢ither by walking, biking or donating I thank
1hem from the boutom of my hear,” said Hartman,
Members of the ream included: Rick Goulieb

{Firtst Vice President), Joe Mercadante {Financial
Advitor), Warren Wallschleger (First Vice President),
Palm Beach Gardens, FL and Kim Golden (Complex
Administrative Manager, Palm Beach, FL).

Steve Ferguson (Registered Senior Service Representative,
West Valley City, UT) represenu Margan Stanley

in the Urah ride. “If you like 1o ride, it's a well-
sup[‘wrr_cd cvent, a pood cause, and very dithailr 1o
do the 100 miles, so it's 2 personal achievement 23
well,” said Ferguson.

In New York, Marianne Bellino (Executive Direcior,

New York, NY) has headed the ream for over five years.

This year, Michael Burgess {Exccutive Direcror, New
York, NY) and Kate Macthews (Vice President, New
York, NY) erganized the New York tcam, “The ride
is am amazing, way 1o do whai [ love, support those in
need and even get to ride through the Lincoln Tunnel
afier they close it off ta traffic, just for the event,”
said Macthews. For team member Sean Murdoch
{Executive Director, New York, NY), the ride hay
special meaning. Dociors diagnased him with

M$ two years age, Murdoch is a former European
professional hockey player and an active parnucipant
in 2 wide range of charitable organizations, but
now has 2 new perspective on fundiaising events,

Contirued from Page |

"1 always knew the money was going to a good cause,

but now [ know so many mare detaifs about the
organization and discase and really undersiand the
way cath little donation can add up o making a
huge difference,” said Murdoch. Other members
of the New York icam included: Jennifer Beadish
{Manager), Terence Chin (Manager), Steve Choi
{Associate), Joseph Cordisco (Scnior Manager),
Jobn Cottrell (Project Manager), Daniel Holzer
(First Vice President), Oliver Jahn (Senior Audic
Manager), Ruslan Kharitenov (Engineer), Kasia
Michalski (Senior Manager), Mark Nazzaro
{Application Developer), Albert Wa (Data Manager)
and Andrew Yu (Manager), New York, NY.

In Colarada. Tedd Hauer (Senior Vice Presiden,

* Ceatennial, CO) is 2 board member, sia-time capuain

and participant of his region’s team. Hauer, whe
became invoived due to a family connection with the
discase, said the Natienal MS Sociery's professionalism
makes it 2 plezsure for him to de his part 1o raisc
funds. “1 belicve it is an illness whizh can be managed
if not cured through research if funded at the proper
levels,” Members of the Colorado seam included:

" Shawn Fawler (Senior Vice Peesident), Justin Frame

[Viee President) and Chuck Neuens (Vice President),
Cenwennial, CO.

Following his diagnosis in January 1990, Phil Bresnick
{Senior Vice President Investmenss, La Mesa, CA) and
his wife became involved n raising funds se help stop
the disease, Bresnick serves as a board membes of the
local National MS Sodiery chapier. With his colleagues
and frends, Bresnick participates in the San Dicge
walk and hosts tables a1 the chapter’s annual Narional
MS Society auction. Additionally, Phillip’s son Eric
Bresnick (Financial Advisor, La Mesa, CA) works with
his father and rides for him cach year, ’

Jack Enewistle {Financial Advisor, Charlotee, NCj
began participating in the Nazth Caroling National
M$ Society ride because ol his enjoyment of biking.
Haowever, since 1992, when he started, the ride has
come 10 hold much more meaning for him. "1 started
riding because friends were ridinp but as | learned
more about Multiple Sclerosis and made friends

who were diagnosed and met familizs who had
diagnoses, T passed from just doing an event, to being
senious and intentional about gewting involved,” said
Enrwistle, He rides tandem with his wife and néw
serves as a board membez for the region.

Because of the large number of involved Firm chapiers
throughout the country, Morgan Stanley is a National
Team, Sarah Kiein, Natioral M§ Sociery Senior Manage:
of National Teams, commented an the great need for,
and in turn, great impact of Morgan Suanley, "We pui so
much monty into research o help find a cure; therefore
we are extremely reliant on continuous and widespread
donations. We rcly so heavily on the suppart of our
carporate members. The Nationa! Teams are out bigges:
and fastest grawing source of income,” said Klein. For
more infarmation on how 10 become involved, please
cantact Sarah Klein a1 303-69R-G100, x15126 or via
e-mail a sarah Meingnmas.org.

Johr Entwistn (Finsncial Acvisor, Charlotte, NC)and his wite
‘Wanta during the 2006 MS Socily hdx
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he Community Culinary School of Charlose (*CCSCT) provides food service

joh training fer people who are chronically unemployed o1 unemplovable.

CCSC recruits students for the program from social service agencics, homeless
shelters, halfivay houscs, the court sysiem and work selease programs. The school
trains the studenes for emplayment in Charlonte’s food service and hospirality industry
while helping prepare 850 nutritious entrees daily for hungry and homebound
recipients. Trainees partitipate in 2 L2-week program and receive educarion in
prcfe;ﬁonal food preparaiion, sanitation. wark ¢ihic and job search skilks.

Jerry Derenfeld (Vice President, Chadotie, NC) is one of the velunteers, “Conviviality
is high among the regular volunieers and staff,” said Dorenfeld, “1 debnitely
appreciatc the people | meet and especially those thar are there full-time. Velunseering
with CCSC s 2 good werk-life balance. It adds another piece that is rewarding
and pou know that you are doing something good.”

Local busincsses also donate food 1o the school and employ many ol its panicipants
upon their graduation, CCSC places 98% of their participants in jobs post-
graduazian and serves over 300,000 meals to poor and hungry people in the
regien. For more information about CCSC, please e-mail Jerry Dorenfeld at
Jerry.Dorenfeld@morganstanley.com. :
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Jaunita Smith {Directed, Homestadd Soup Kitchan) latt, accapts Margan Stanley’s donation presented
to hat by Oan Carter (Vice Presldent, Key Largo, FL}

Jetry Dotenteld, setond from Left, snd group Lerve the frashly cooked food st Community Culinary
Schoal pf Charkotte

s a member of the Jocal Kiwanis club, Dan Carter (Vice President,
Key Largo, FL) has helped to serve food a1 the Homestead Soup
{7 Kirchen several imes a year, for the last si years. The board of
Homestead invited Carter o serve as 2 member last year, Ac his st board
meeting, Carter leasned that, due to a lack of funding, Homestead was in
jeapardy of closing its doors, afier having served the communicy for 24 years.
Following a reductien in Aunding in 2006, rthe nonprofit had ro fend for
iuself until it could reapply for additional aid. Carer stepped in 10 help
raise funds 10 keep the soup kitchen cocking.

The Homestead Soup Kitchen serves over 200 meals, three days a week, 10 the
homeless and hiingry in the decp-south asea of Miami-Dade County. Caster
raised more than 80% of this year's budget by concacting che local media,

sending letters of appeal to lacal places of worship and directly requesting funds

from lacal businesses, including Margan Sunley, and community leadess. The
soup kizchen alsa relies entirely on volunteers during this time allowing all cash
denations sa go disectly to the com of food and nenemployee overhead.

“Ofizn there is a misconception about wha the hungry and homeless are. We have
several families that come by and many with young, children,” explained Carter.

Career plans 10 invelve his fcllow Morgan Stanley coworkers in Miami, ta help
with donations and with labor, to spruce up the faciliny. "1 take 4 lot of plrasure

and enjoyment in serving the community and geaing things done,” said Carter.

For more infarmarion about the Hemesiead Soup Kitchen, please c-mail
Dan Carer at Daniel.G.Carter@margansianley.com. ¢

averrment News named Larry Adam Jr. (Senior

Vice President, Baltimore, MDD} one of three

finalists nationwide for Volunteer of the Year for
2007 1n 1987, Adam ssarted Harvese far the Hungry
because he recognized the need for food donations
year round, rather than just during the holidays when
giving is mas: popular,

“A long time ago | and five ather prople held a food
diive around the holidays. The drive was very surcessful
but after the holidays were over, | thought to myself,
“What's nexi?” People necd foed throughout the
year,” recalled Adam. It was then that he started
Harvest for the Hungry.

He then partnered with the Maryland Food Bank
16 help with distsibution. "If you ever doubr one
persen can really make a difference, you can ook ac
Larry and say, "Yes, indeed, thar can really happen,”™
said Deborah Flateman, CEO of the Maryland
Food Bank.

Investmens News referred to Adam as “Maryland's
Miracle,” not only because of the food drives, but also
because he brought the program inta the local schools,
Over 17 years ago, Adam had the idea to panner Harvest
for the Hungry with the state educarional program as 2
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way of helping high school students fulfill their service
requirement, which is a mandate for graduacien.

Dr. Darla Stzouse, Exccutive Director of Partnenship
and Recognition Programs for the Maryland State
Depariment of Education said, "Ofien businesses
and corposations will underwrite things and support
initiazives, but rarely does a person from that
arganization spend the personat time making tha
relatianship work. Partnering with Larry really has
been a wonderful experience.”

Adam runs the program out of his Bakimore office
with assistance from Tereie Kiln':,v {Ciient Service
Associate, Bakimore, MDY} and suppor: from
Thomas New (Vice President, Bakimore, MD).

“As branch manger [ have seen firsthand the impace
Larry has on the communiry. Larry is not one 10 draw
atentien and it is amazing that he is able 1o run the
wholz program out of his office and sull maintin a
very impressive workload,” said New

™
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Far more information on Harvest for the Hungry,
please contact Larry Adam at Larry. Adam@
morganstznley.com or visit their websice ac
www.mdfoodbank.org. -

Larry Agam (Sanior Vice Prealdent, Battimors, WD) donates
tood st his tignature evant Harvest for the Hungry
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s the parents of a child with autism,
Joseph Kraft (Senior Vice President,
Westlake, OH) and his wife were well
versed in the world of available resources. The
Kraft family was willing ta do anything 10 bring
* their child back to them and found they alicady
had been through aimas: alt of the commen
c services. However, while atiending an autism-
focused health fair, Kraft learned about 3 new
organization, Autism Speaks, an advocacy
group giving those with autism a vaice. The
. arganization raises funds far research of the causes and cures of autism,

Mitchell Kraft, with his father, Joseph
Kraft {Senior Vice Presidant, West
Laka, OH}, at an’Auham Spaaks aven!

Kzaft said upon learning sbout Autism $peaks, "It finally hit me that my fanily
has been so fortunate 1o have so much help from our community with our son
Mitchell that it was time to give something back”

He jumped right in and became the Logistics Chair for Cleveland Walk Now
for Autism, which in 2006 became the regian’s Arst annual Autism Speaks
walk, Warking closely with the City ol Cleveland and a 1eam of volunteers,
Kraft secured everything: the 1oute, public meeting space, entertainment and
" food. The event and Kraft's effors received = high level of micdia atention

from the local selevision stations and Cleveland Magazine, which covered
his son's {cam.

The poal was to hast 2,600 watkers and raise $200,000, They suspassed these
numbers, having 6,000 walkers and raising over $600,000. "The peaple in the
arganizatich ate mast memorable o me, especially their gencrosity. I is amazing
what we accomplished in such a short period. The volunreers gave iv their alt and
it was amazing o see this event come together.” recalied Kraft,

Kraft credited the success of the Cleveland walk 1o his oppottuniry io loak at the
madet used by Autism Speaks chaprers in other regions, specifically Pinisburgh.
Beth Whitehouse, Execurive Director of the Greater Pitisburgh chapeer, recalled that it
was a pleasure 10 work with Kiaft: “Joe it one of the mest putsianding volunieens 1
have ever wotked with. He took all of the best practices for organizing a successful
walk and pur them imo actian, The walk was proof of his outstanding cfforts, as
represchtatives from Autism Speaks commenied their disbeliel that the Cleveland
Walk Now far Autism was in its inaugural year, The event could have passed for bring
a veteran walk event because it was incredibily well run and ozganized. I cloning
was legal, | would clone Joc 10 have him at cach one of our walks across the country.”

To find our mare abowt the mganization, please contact www.autismspeaks oig o1
Joseph Krafi ar Jaseph.Krafi@morganstanley.com,

ric Yamin (Executive Director, New York, New York) and his family started

Cause for Celebration three years ago. The nonprofit organitation facuses

on building sclf-csicem in children born into subsiandatd and compromised
conditions hy providing a day of cefebration and recognition. The program
balsiers she confidence of children whose living conditions pase a challenge to
their emotianal well-being. ’

As 1 parent af three young children, Yamin said he and bis wife became iﬁ-:n—zsing]y
awaze of the challenges parents face every day 10 raise children who have good
self-esieem, 4 positive self-image and confidence. The couple cune 1o realize

that tenderness, love and recognition are just as imperian as providing marcrial
necessities for a child 1o be emotionally healthy, “Helping a child develop high
self-esicem ix one of the best gifu’ a parenr can give,” said Yamin,

For thousands of children living in New York Ciry who ate barn into abuse,
neplect, abandonment, poverty, illness and homelessness, the environmeni for
sell-esieem to grow simply does not exist. Each Cause for Celebration event
coincides with a milestone and/os accomplishment in a child's life, such as the
holiday season or the end of an academic year. A memarable event celebrating 400
preschoal children and their families took place in June 2007 ar the Association 10
Benefit Children Echo Park Early Childhood Center. The event lasied five baurs
and included carnival entestainment, rides, live music, face painters, tatioo aruists,
costurne characters, games, toys, 2 barbeque lunch, rorton candy, snow cones and
cupcakes. At the end of the event, each child received a backpack witored 1o fir
his or her needs and interests. ltems included brand new clothes for the summer,
sncakers, school supplies and toileutes. “A child's appearance determines not
only how others view that child but how that child views himsell o herself.
When a child in need can enter a classroom ar summer program with his or

her head held high, this goes a very long way 1o building self-esteem, dignity
and confidence, This leads 1o increased participation and focws in classroom
and recreasional activities. When this occurs, we have successfully achieved

our mission,” explained Yamin.

For mare information on Cause fer Celebration, contact Eric Yamin at
Eric.Yamin@morgansianley.com.

ust after their second birthday, doctors
* diagnosed twins Margan and Logan MeBryar
with leukemia. Since there arc very few cases
of twins diagnesed ar the same ame, their situation
garneted 2 lot af attention fram the medical wold,
the press and those wanting ro help.

Todd Phillips {Branch Manager, Chatanooga,
TN} was one of those prople who siepped up 1o the
plate 1o help the family. The owins, their brather
and their mozher lived in a trasler shared with cheir
grandmother. The financial tol! was significant, as
both children needed expensive medical veaiments
and consistent care. Phillips collaborared with
Candlelighters Childhood Cancer Foundation, a
charitablc organization that helps raise money to
assist parents who are not able e work while caring

for their sick children. During the course of the past
year, the twing underwens regular therapy 1o treas
the leukemia.

The Foundation, Phillips, and his fellow Morgan Stanley
cowarkers planned a fund-raising cockeut 1o cclebrate
the wins' third birthday, 2t which over 60 people
zitended. “Their mother was very overwhelmed with
everyone's gratitude and keps saying that the owins
have never had a day like this before,” said Phitlips.
Phillips said the rwins’ favarice present was the donation
of a year-long pass 1o the Tennessee Aquarium and
Childsen’s Museum. The twing are doing betier but
need to continue regular creatments for another
year. For more information on how 1o help the
rwins please c-mail Todd Phillips s Todd. Phillips@
margansianicy.com or visit www.candlelighzers.org. »
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he Plaid House is a home far young, displaced

teenaged girls who do not five with their families,

The intention of the Plaid House is 1o previde
the residents 3 sense of structure, indepeadence and
growih so they are able 1o lead successful and happy
lives. Located in Morristown, NJ, Flaid House is
casily dccessible from the local Morgan Stnley office,
Because of its close proximiry ro her affice and her
chuich involvement, Mary Grob (Exccutive Direcior,
New York, NY) first became involved with the
House, serving as 2 mentor to a 16-year-old girl.
After sharing her mentoring expericnces with her
Margan Sranley colleagues, they valuoteered ag well.

Terry Tassopoulous (Vice Prasident, New York, NY)
organized a golf rournament, which raised enough

Neville Newton [Executive Director, Plald Houst} sccepds car |
denation from Kerth Morrison (Vice Pratident, Mamatown, RJ), right

he Morristown, NJ, office hosied a special day for the children at the

Morgan Stanley Children's Hospital this fall. Aftes William Shinaers

(Branch Manager, Morristown, NJ) took his staffon 2 tour of the hospil
and the children’s ward, the staff wanted 10 do someching special for the children.
Shinners formed a committee with Judith Borger-Greenberg (Branch Manager
Assistant), Donna Colucci {Client Service Asseciate} and Cindy Wagner
[Client Service Associzie). The commirtee, in cooperation with the hospital
adminiswration, agreed on the idea of 2 “Pirate Parry.”

The party was 3 surcess, ecalled Borger-Graenberg, “The pacients all had 2 nice
time. They came into the carnival as patients but they left as 'srong pirates.” We

funds 1o buy a much-needed new refiigetasor for the
House. Keith Morrison (Vice President, Princeton,
NJ) donated his car. “When 1 donated the car 10 Plaid
House, 1 let Neville Newion, the execucive direcior
of the facility, 1ake a test deive and during she ride we
had along discussion abous how much it meani for
the charity to get a four-wheel drive car in excellent
condition for free. It made me fee] fike what I had
done was actually going to make a difference to the
people on the receiving cnd,” explained Morrson.

Bimonthly, Grob and fricads from her church
organize events for the girls. For more information,
please e-mail Mary Grob a1 Mary.Grob@'
morgansianley.com of you can visit the webste at
www.Plaidhouse.com. *

were ¢ven able 1o take the carnival on a cart and visit some of the children who
were not ambulatory enough 1o come to the atrium area where the carnival was
held.” Employees whe participated included: Carolyn Bembaci [Clienz Serviee
Associate), Geoffrey Clese (Wealth Advisor), Shelia Crowley {Client Service
Associate}, Ralph Diaz (Vice President), Christina Flores (Registered Client
Scrvice Associatc), Judy Greenberg (Branch Manager’s Assistant), John Kovaes
[Wealth Adviser), Dennis Mortison (Vice President) and Katrina Sumaniego
(Registered Client Servige Associate), Morristown, N«

. Mottistawn Employees dressed and mady to cpread some pirats cheer at the Morgan Stantey

Children’s Hespttal, TOP ROW, lefL 1o right: Raiph Diaz (Vice President], Witllam Shinners (Branch
Manager), Clndy Wagnar (Clent Service Associate), Dennis Morrison (Vice President), Donna Catucci
(Client Service Associate). MIDDLE ROW SEATED ON STEPS, left ta righl: Jokn Kovacs (Wealth
Sdvivary, Poankts Ageowals (Chent Service Astoclytal, MIDOLE ROW STANDING, lett to cight.
Geottrey Closa (First Vice Prinadent), Dana Colucci (famity member), Carotyn Bambaci (CHent Service
Associate), Shalla Crowley (Client Service Assoclate), Jess Colueci {farnlly member) and Sparky the
dog. SEATED BOTTOM ROW, left 1o right: Katrine Samaniego [Client Service Assoclate), Christina
Flotes [Cllent Sarvice Associats), Bretl Wagner (family member), Judy Greenberg (Branch Maraget's
Assistant), Jason Bretinsky ([Clknt Service Aszociate) and Christopher Coiucei (Client Service Associate)

Tre 2003 MITEAT Strpiey LIght the Hight 'Wat Wam. Flm employsns, BACK ROW, 1eh ta right: Angulca Kalancha (FI0Y, Gloa Teeglio
(Manager), Sunil Fernander {Ausoclate), Stevan Lieblich (Managing Director) and Egtia Ramos [Executive Diratctor), MIODLE ROW, heft
te right: Metegith Yurko 4 Hale Efifogiu (Assoclate}, Akesis Hil (Gredustz Intern), 543ha Greene (Program Assisizni),
Auhlay Kokaly [Executive Ausistant), Kats Maloney (Executive Assiatant). FRONT ROW. befl fo right: DanieRe Shoup (Analyst), Ciga
Serhiyevich [Associate], Lron Pilar {A3seciste], Serans Cheng (Assoclate)

T

n support of The Leukemia & Lymphoma Sodiery
("1LL57), gver 50 Morgan Stanley employess
participated in the 2007 Light the Night walk as
fundraisers, volunteers and walkers, The group was
spearheaded by Olga Serhiyevich (Associate, New
York, NY) and highly supposted by Steven Licblich
{Managing Director, New York, NY), who is a
longrime board member of LLS.

H
H
1

Serhiyevich first becarne involved with the arganization
because of her mother, whe is chief medical officer of
a regional hospital in the country of Belarus. Medical
issues have always been a part of the dialogue in her

- family. “Blood cancers are one of the most difficuls

1o find cures for and any developments in the azea
benehu other types of cancer srestment as webl. Also,
LL5 15 onc of 1he roost efficient chariry models where
a very high percentage of what is raised goes directly
to medical restarch oz patient services, which appeals
16 mc & business professional,” said Serhipevich

The Firm team participated in the New York Brooklyn
Bridge walk, which siarts at the Seuth Streec Seapor,
Walkers hold illuminated balloons to guide dheir way

as they walk the bridge. Serhiyevich said one of the most
memorable aspecis of the event was “the fecling I zot

when | saw the Manhattan skyline lic by thousands of
illuminated balloons in memery of survivors.” In 1ol
the Firm taised $41,828 for the Light the Night walk.

For more information on how te et involved, pleasc
cantact Olga Serhivevich ar Olpa Serniyevich@
morganstanley.com or Stacey Landis ar LLS,
212-448-9206 ext. 230. You can also visit the
website at wwwlighithenightorg.


http://www.Piaidhouse.com
http://ik.il
http://morgjnsianley.com
http://www.lightihenight.oig
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Sunil Famandes {Assaciate, Naw Yark, New York) at the Catholic
Chatites Cifice of Bereavament Minisiry hotiday party

Sunil Fernandes (Associate, New York, New York)
spends two Saturdays every monih as a griel counselos
with the Cazholic Charities Office of Bereavemens
Ministry, The parish-bascd Beseavement Support
Groups of the Diocese of Brooklyn and Queens
offess support and a listening rar 10 those who have
faced a loss, Fernandes decided <o volunreer as a priel
counselor aficr secing the eppartuniry listed on the
Firm's Community Affairs websize. "1 wapted 1o give
back a licle. This seemed like 2 good oppertunity 10
meet more people and belp thase in need.” explained
Fernandes. For more informarion or 10 get involved,
please contact Ingrid Seunarine, Dircctor,
Bereavement Services Diocese of Brooklyn and Gueens
a1 718-723-6214 or visit their website a1 www.cch,
org'bereavement heem,
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For the second time this year, GWMG Rlsk Mznagem:nt
in Jersey City, NJ, visited the Community Food Bank
of New Jersey 10 lend a helping hand dusing the
holiday seasan. The Food Bank serves approximarcly
500,000 peopk in need every year and disiribuies aver
21 millien pounds of food and other groceries in 18
New Jersey counties. Using their praject management
skills, the group divided and bagged 1,600 pounds of
tricolor pasta. "We all {elt grateful for the opporiuniry
1o step away from the office and reach otti to those less
fortunate and blessed than ourselves, especially during
the Thanksgiving holiday season,” said Darlene Jiadi
(Associare, Jersey City, NJ), Parnicipants included:
Steven Santos (Executive Direcior), Stella Guline

D'O130 {Viee President), Alex Giordane (Viee Prosident),

31ets Gutine D'One (Vics Prasident, Jervey Cy, NJ) Bag the pasts
13 be ditpersed

Antheny Glodava {Vice President), Amber-Noelie
Ambony {Associaie}, Jeff Lombardi {(Analyst),
Jaclyn Waers (Esccutive Administrator), Brenda Ramos
{Executive Administrator) and Diane Gonzalez
(Execurive Adminisizatns), Jersey City, NJ.

Bryan Wollheim (Vice President, Mesa, AZ) is an
active participant and fund-raising erganizer with
the Back-1o-School Clothing Dive Association
(“BTSCD"), which provides clothes ta less loriunate
children in the Phoenix metropelitan area. The
annua! clorhing distribution is 2 one-week evens held
at a cenzral Phoenix location, serving over 5,000
needy children. "The most memorable aspeet of

working with thr organization is seeing how you can
help kids with so Little,” said Woltheim. In additien
to the clothing drive, Woilheim organized BTSCID's
golf fundraiser and recruined his cowarkess 10 join
him in the effort. Parvcipanu in the fundraises
included: Sergio Canevett (Financial Advisor,
Mesa, AZ), William Kulesh (Vice President),
Steve Ledyard (Vice President), Andrew Siegel
(First Viee President}, Chris S1ocks {Senior Vice
Tresident), Scotusdale, AZ and Sarabh Whiunore
(Vice President, Surprise, AZ), ’
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After a hiaius of ar least four years, the Chicage Complex
sponsared a Blood Drive for the Morgan Stanley
employees. The Chicago Complex consisis of three
branches and over 180 employees. Bill Mclntesh
(Registered Cliem Service Associate, Chicago, 1L} is
the Chairman of the complex advisory council. He
gives blood regufarly and organized the Blood Drive
along with othes members of the council. “The
Cenrer was impressed by the turnaut for whar they
considered a "First Time Drive” ar this location.” said
Melntosh. In all, 34 people panicipate in the drive,
The complex hepes to make the drive a regular event,
which will complement their ather voluntee:
activities, including holiday gifi-giving o necdy
childzen and beach cleanup at Lake Michigan.

RIS

Bad Dog Redjscavcrs
America is a youtch-
focused arc-mentoring
program located in
downtown Salt Lake
Gy, Rich Romano
{Vice President, Salt Lake
Ciry. UT) serves as their
- Treasurer and oversces
development activities,

Rich Romane [Vica Presidant,
Sakt Lake Clty, UTH

thles duting a visit to the
Bag Dag Rediscovers
America Headquirters  «

The organizatior recruits
experienced artists and
mentors to help at-risk
youth hetween the

ages of five and 18 develop their cieative skills and
stsive for excellence in drawing, painting, seulpuure,
architectuze, creative writing and digiual mulimedia,
I have had the pleasure of getting 1o know three

kids in particatar whe have each been invalved in the -

arganization for over a decads,” said Romano. “1i has
chanped the qutcome of theit lives.”

In the future, Romano plans 1o involve the Utah area
Morgan Stanley offices in Bad Dog Rediscovers by
arranging regional offices 1o display the children’s art.
For morc information, please visit www baddogkids.org,
or contact Rich Romane at Rich,Romano@
margansianley.com.

RN (P S A Y

DOROT iy a chariable organization with the missian
1o enhance the lives of the elderly in the Greater New
York Ciry Metropolitan area by fostering interactian
between the generazions through their home meal-
delivery programs and the Wesichester Telephone
Friends program. Keren Lipnowshd (Associate,

New Yark, Y] is a valumecer wich the rmeal dc“vcry
program and provides a hot meal and conversation
for an clderly person four times a year, during key

holidays. “I means the world 10 them 1o have these

*visits and engage in activitics and conversations with

people thar care abour them,” said Lipnowski.
Morgan Stanley employees have also made strong
conncetians with the cldedly through the Telephane
Friends program. The program matches Firm employees
with elderly ro have a fnendly and meaningful
conversatian aver the phone once 3 week and is currenly
recreiting new volunieers. For more informazion

on DOROT please ¢-mail Mclanic Kane at mhane@
dorotusa.org of visit their website ar www.dorotusa.org,

(RN TI A S
C:nc:r is the number ane cause of death in Alaska.
Additionally. it is the only state in the nation where
eancer has surpassed heart disease as the number one
Liller. Dociors diagnesc almast 2,000 Alaskans with
the disease each year. Providence Alaska Foundation
is helping by advancing the development of innovarive
healtheare services provided by Providence Health
System in Alaska. With special concern for the poor
and vulncrable, the Foundation works 1o increase the
availability of technalogies, equipment and programs
for all Alaskans,

el

Al Partish (left), Chie! Evecutive for Providence Health L Services
Alaska, snd Clark Rush {Senior Vice Prasident, Ancharage, AK)
outsida the newly complated Cancer Canter

Clask Rush ($enjor Viee President, Anchorage, AK)
is a Vice Chair on cheir Executive Board and Sicering
Committce, Most recently, he helped in raising
$20,000,000 for the new Cancer Cenier, Palliative
Care Program, Providence House and Hospice Care.
“The most memorable thing abour working with
Providence it that the peeple have 2 passion, spirit
and pride in working to make healthcare excellent for
all Alaskans.”

For mare information contact Susan Ruddy, President
of the Feundation, at 907-261-3600 ar visi1 their
website at www.pmvid:n:c.nrg-'al-aska.'fuund:zion/
powered/bypassion.him.
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Muk“ nn (Manager, New York, NY) and his wife
planned and went an missionfservice 1o Kenya,
Africa last summer. The couple volunteered through
“Mission Discovery,” 2 program thar organizes
service-oriented wips for junior high, high schoo!
and aduk church groups internationally. “The most
memorable experience was volunreering alongside
my wile and with the local people on Mfangano
Istand in Kenya,” said Wan. The annual trips Jast
fram ane 1o two wecks and range in Jocation. The
couple helped 1o build homes for the community.
For more infarmation about the opporwnity, please
contact Jerry O'Sullivan at Shelier Rack Church
wwrshelterrockchurch.com. In addition, you

can find out more about Mission Discovery at
www.missiondiscovery.com. »

Mark Wan (Manager, Mew York, NY} jokas around with childeen
trom the lecal village



http://www.ccbq
http://www.haddogkids.nrg
http://www.dorolusa.org
http://www.ptovidence.oig/alaska/foundaiion/
http://www.shelieirockchurch.com
http://www.misiioiidiscDvery.com

tiot ta his career in the brokerage industry, Bob Selis {Senior Vice President,

Surprise, AZ) worked in social services for children as a fundraiser, He always

had a soft spot in his heart for kids. In May of 2005, he went 16 South Africa
with his wifc and five children 10 work in an orphanape in Johannesburg, Sceing 1he
great need for services for orphans, the Solis family fel compelled o do something
abour the problem. As a result, in Aupust of 2003, Solis purchased a 70-acre farm
and in March of 2006, opened the doors of Open Arms Home for Children in
Komega, East Czpe, Sawth Africa. Currently, it is homne ro 24 children with more
anticipzied 10 come in the months and years ahead.

The East Cape provinee of South Africa is the poozest provinee in South Africa,
Almost 25% of the adult population is HIV-pesitive and the unemployment raze
is approximatcly 50%. “All of the existing children's homes are full end so we are

taking kids who lirerally have nowhere else 10 po. With my experienee in fund-raising, .

we felt that we could raise the eperational costs 1o keep things meving forward
and make a very small difference in a very big problem, So far, so good!” said Solis.

Open Arms will soon reach the full capacity of 30 children in the main house

and two cottages. Open Arms has plenty of room o expand. and in an effort 1o
raise funds and awareness for the project, Selis is embarking on z four-month walk
across the entirery of Sourh Africa. “It's really a preery crazy idea but 1 am hopeful
that we will be able to raise $250,000 1o build eight new cotrages char will house
up to 50 additional kids,” explained Solis. In many African cultures, walking to
meet someone is 2 sign of respect. Solis said he wanted 10 take this walk 1o show
respees for 1he hundreds of thousands of erphans in sub-Saharan Africa and raise
awareness of their plighs, .

Salis recalls the Arst child whe camne o Open Atms, His name is Sifundo, which
in the Jocal Xhosz language means "A Lesson.” Solis said Sifundo officially
transformed Open Arms from an idea 1o a realing: *1Chic me like a ton of bricks.
It was a day 'l always treasure,” said Solis. ’
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rother and sister team Denise

. Holzer {Financial Advisor)
_5, -1 and Daniel Holzer (First Vice
President) of the Holzer Group in the
Firm's Third Avenue Branch in New York
Ciry. New York, not only work together,
b also help the communiry topether.
The Holzer siblings work closely with The
Association of Community Employment
Programs for the Homeless ("A.C.E.").
A.C.E.'t mitsion is to enable homeless
men and women to reenter the workforce
and 10 achieve long-tetm cconomic self-
sufficiency. Through their initiatives, the |
SoHo & TriBeCa Partnerships, they offer
‘an intensive four-month job training and
a job placement program. Participants
perform communiry mzintenance such a strect sweeping, emprying patbage cans,
snow removal and tree care. Weekly job readinets workshops focus on resume
writing, job search techniques, conflics resolution and living skills such as money
management and budgeting techniques. The Holzers volunteer as fundraisers,
mentors and 1esume tutors. “Making a difference in the communicy I both live
and work in it 2 wonderful apportunity, one that | enjoy and am so glad 1 ger 10
participate in,” said Daniel. Daniel first became invelved in A.C.E. through his
sister, wha has been an active valunteer since she joined Moergan Stanley in 2004.

Brothar and Sister team, Dan Hetzer (First
Vige President] and Denla Helrar {Financial
Adwvitor) prapare to apeak with employses
about AC.E.

Denise became involved in A C.E. after meeting the founder, Hensy Buhl, and
hearing his story. “The same homeless man used 1o ask him for moncy every -

ar the past four years, the Louisville, KY, hranch has participated

in “Make the Connection,” 2 onc-day mentering program with the

Jeffezson County Public Scheol system and the Middle School
Coalition. On this day, cach seventh grader, at every middle school, meets
with 2 velunteer wha explains the impornce of all the choices they will
make this year and in the furure.

Tervic Alexander {Senior Service Associate, Louisville, KY) spearheaded her branchs

involvesnent in the program in connection with her daughrer, who is 2 middle
school tracher. "We really open the eyes of the kids we meet,” said Alexander, 7]

" had a liude boy ask me how it is thar 1 an wark at 2 brokerage firm since Iam a

womzn, These children just dont realize the possibilities of whar is out there,”

Gary Grigg (Asodiate Vice President, Luuisvi":. KY) grew up in government
hausing. He was fortunate to artend private schoal programs, which exposed him

wVotunt
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Sifundo was from just outside the property of Open Arms, which is in a slem !
area. In 2007, Solis lead a tour of several Americans ro show them the area, He !
recalls passing the shack of z mother and her young 1-year-old girl who was wslecp
on & marress on the dint Aoor, His instinets were ra scoop up the child and 1zke
her 10 Cpen Arms. However, for obvious reasans he could not do that. Nine
months later, on = visit 10 the same asea, he learned thar the child and her mother
both had died of AIDS. “Their memory often spurs me on,” said Solis.

Salis said his colleagues, Sarah Whitmare (First Vice President, Sucptise, AZ)
and Mag Black (Regional Director, Los Angeles, CA}, are very supportive

of his efforts. To learn more about Open Arms, please contact Bob Solis at
623-875-2432, or at Robert.Salis@morgansianlcy.com. :
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Bob Sotis (Senior Vics President, Surprise, AZ) with bls famlly from leH to right, Jaata, Lou Ann,
Bob, Sallls, Akcia, Jonsy, Sammy

morning on his way 1o work. And, Henry would always give him something,
Then one day, he gave the man an offex: Henry would continue to pay him cvery
morning if he could gweep his sireet in SoHo. Inspired by the experience, Buhl

* decided to sart 2 nonprofit that would help homeless individuals fight back

by giving them the chanee 1o Jearn the skills © hold a job,” explained Denise.
Eighty-seven percent of the A.C.E. graduates remain employed full-time.

Hearing tuccess stories from former homeless men and wamen who now have
jobs and are living independenily, is the mos: memorable and meaningful aspect
of being involved in the orgznization, recalled Denise, especially since it is not easy
to get 4 job if ane has never worked. 1 remember hearing a story from 2 young
kid from the Bronx who was selling drugs so that he could pay his way through
college and one day he was arrested and ended up in prison ac Rikers Island, NY
for six months, He was 21 years old. Upon his release, he vowed never 10 go back
to prison. Yet, he had never held a job before and did not even have basic skills.
He credited A C.E. for saving him, even though he had to sweep the streets of SoHo
for a small stipend. It was his fizst real job and saught him the basies of showing !
up on time and how to intezacs with fellow workess. It was not casy because he

had ta be our an the streets sweeping rain oz snow, on some of the coldest days

of the year. But this made him stronger and the support system through A.CE.

helped him get shrough tough days,” said Denise,

The Halzers spread their voluntzerism to ather arganizations as well, Mo
recently, Daniel participated in the National Multiple Sclerosis Society bike ride.

For tnformarion on A.C.E,, please cantact Susan Needles at A.C.E. a1
212-274.0550 x235, sHC€dlcs@ace4holn:J:ss‘n:g ar Denise Holzer at
Denise.Holeer@morgansianley.com.

.10 opportunities that opened his eyes 1o resources he previously did not know

existed. “1 wanued them 1 know that there are options out there, which 1 at first .
did not know were out there, And, thar } Just because you are in i ough position

today docsn't mean that is where you arc going 10 end up,” explained Grigg.

Other Louisville colleagues who participated included: Ron Bass (Vice Presiden),
Gary Bird (Financal Adviser), Kathy Cissell (Associate Vice President), Lisa Clack
(Associate Finandial Advisor), Rick Madden {First Vice President), Don Ragains
(Complex Service Manager), Mark Sandbach (Vice President) and Adienc Schneider
($r. Client Service Associate), Louisville, KY.

For morz information. please contact Terrie Alexander at Terric Alexander@
morganstanley.com or 502-562-5149, or Susan Short, Jeffersan County Public
Schoal System, Middle School Coalition and Make the Connection program
ceordinator at susan.shom@jcferson kyschoolius or 502-485-3946.x
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avernber 2007 was Margan Siznley’s first Global Environmental Awareness |

Month and activisies took place around the world, “Exciting and educational

events were held, from learning abour climare thange using s cuting-edge
interactive simulator, 1o demystifying your ‘carbon footpring,” 10 wackling the fuzure of
renewable cnergy invessments, s well as volunteer oppottunities wo demonstraie
your green thumb,” said Jim Buiches, Dirccior of the Office of the Envitonment,

To put Morgan Stanley’s words into action, 2 velunteer evert was coordinated with
the Riverside Park Fund whose mission is wo preserve and improve New Yorks
classic waterfront green space. On the cold grey morning of November 9, 2007,
15 Margan Stanley employees huddled around Kim Green, Volunieer Program
Astiseant for the Riverside Park Fund for their day's instructions. Morgan Stanley
valunteers pus on their gloves and began working hard 1o help refurbish che St
Claire Rose Garden from erosion, Around them were bags of fertilizer piled up
high, hundreds of daffodil bulbs in meth bags, a large spread of potted shrubbery,
three trees and a pile of shovels in varying sizes. Debbic Shrintoch, Director of
Volunteess for Riverside Patk Fund said, "The group warked incredibly hard o

. cborah Hundley (Assistapt Vice President,
Syracusc, New York) helped 11 Burmese
refugees wravel from New York City to Syracuse,

New Yotk. The group was on her late night flight when
it was canceled, leaving the refugees siranded at a
New Yorl airport. A United Nations supervisor had
made sure the refupees were safely on board the Right
but was unreachable when the plans changed. Hundley
stepped in when she saw the zefugees nceded help,

The missiar of Morgan Stanley
Community Affairs ir 10 build the
potential of individuals and families,

Tell Us Your Story!

Margan Staniey Community Atiairs
Attn: Eaitors
Alexis Nissenbaum and Lina Klebanoy

10 rrcgurage and increase the impact
of aur employees” volunseer efforts and
10 strengthen relationships with the
Contributing writers: communitits in which our employees
Sasha Greene
and Suzane Rhee

tive and work,

whataditference@morgansianley com
1633 Broadway, 20th Fleor -

New York, NY 10019
Tel: 212-537-1555

€ Z0OE Mavgan Sta-vey

M.organ Stanley

The graup did not speak English but had a list of
emergency nutbers pinned 1o their coacs. Every UN
number Hundlcy called reached voicemail, Hundley
then conracied the refupgees’ relatives in Syracuse,
assuring them that the group was safe and spending
the night in New York Ciry. She also helped the
refugees reserve a sear on the next morning’s fight,
get through security with their nonsiandard passparts
and arranged to have them sray ar her houel.

get all the plantings in the ground before the rain, planting hundreds af hulby '
and shrubs ac the St. Claire Rose Garden. This work really aids in beautifying
the area, providing additional preen space lor ihe local conmunity and flara and
fauna for birds and insects.” The Parks ongoing volunteer opportunities include
raking leaves, spreading wooedchips, weeding, planting, removing invasive plamis,
cribbing and a whole host of other horriculiural undertakings.

Other evenuts around the globe included a green thumb cleanup volunteer event
in Hong Kongs Mai I'a Nature Reserve and international open leaming sessions
ranging from how 1o reduce yeur carbon footpring, to business opportunitics in
the environment, During the course of the month, the Firm held over a dozen
highly autended evens.

For motc infarmaiion on Morgan Stanley'’s commitment 1o the envirenmeni,
please visit the Office of the Envizonment website a1 hup:/fgroupweb.ms.cam/cs/
web/fmienviranment, To learn mare about the Rivenide Park Fund, please visit
hupufferswiriversideparkfund.org, -

“The most interesting part of the experience was
cating breakfast wich the group. I gave all of them a
full American breakfast including pancakes, eggs and
1oast. After they began to cat toast with a fork and
knife, | caught ther how Americans butter it and eat
taast with their hands,” recalled Hundley. Everyone
then packed up, made it back 10 the airport and amived

local news were waiting for Hundley and the group.

For the 12th year in a row, Morgan Stanley
participated in the New York Cares Winter
Wishes campaign. This was a record-
breaking year, with the Firm answering
mote than 3,700 letters and giving twe.:
10,000 10ys to disadvantaged children
and teens in the New York Metio atea.
Chiet Administrative Otficer and New
York Cares Board Member Tom Nides

Chiel Adminbstrathvs Officer Tom Rides in
1Mt 1585 catatera with wished-for bl

that are ready for gonation
Corporate Services Phyllis Kronhaus

(Floar Administrator, New York, NY), Dons Daniels (Acministration, New York,
NY), Bart Laacock (Administration, New York, NY} and Deloras Finlayson
(Manager, Firm Menagement, New York, NY), The campaign was lead by Cynthia
A. Cintron [Vice Presiaent, Corporate Services, New York, NY), who credils the
giving accomplishments to the generous culture of Morgan Stanley: “The suctess
"of the tampaign once again proves that when employses come togethet, the Firm
can make a real difference.”s

saflely in Syracuse where the refugees relatives and the

volunteered along with team leaders from '
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Attachment 2

Morgan Stanley

555 California Street
Suite 2130
San Francisco, CA 94104

September 30, 2008

Mr, Michael J. Frattali
Supervising Management Analyst
Debt Management Department
City of San Diego

202 C Street, 7" Floor

San Diego, CA 92101

Dear Mr. Frattali:

Morgan Stanley & Co. Incorporated has not and does not provide residentia} mortgage financing,
so accordingly, the Home Mortgage Disclosure Act (HMDA) disclosure requirements are not applicable
to Morgan Stanley & Co. Incorporated. Please let me kmow if you need any additional information,

Very truly yours,

Margaret J. Backstrom
Executive Director

‘margaret, backstrom@morganstanley.com
(415) 576-2073
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Attachment 3

C) P | LARGEBANK

Comptrolier of the Currency
‘Administrator of Nationa! Banks

Washington, DC 20219

PUBLIC DISCLOSURE"

January 1, 2007

COMMUNITY REINVESTMENT ACT
PERFORMANCE EVALUATION

JPMorgan Chase Bank, N.A.
Charter Number: 8

1111 Polaris Parkway
Columbus, OH 43240

Office of the Comptroller of the Currency

Large Bank Supervision
250 E Street SW, Maii Stop 6-1
Washington, DC 20219-0001

NOTE: This document is an evaluation of this institution's record of meeting the credit needs
of its entire community, including low- and moderate-income neighborhoods,
consistent with safe and sound operation of the institution. This evaluation is not, and
should not be construed as, an assessment of the financial condition of this institution.
The rating assigned to this institution does not represent an analysis, conclusion, or

opinion of the federal financial supervisory agency concerning the safety and
soundness of this financial institution.
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Charter Number: 8

Overall CRA Rating

Institution’s CRA Rating: This institution is rated “Outstanding”

The following table indicates the performance level of JPMorgan Chase Bank, National Association
(JPMCB N.A.) with respect to the Lending, Investment, and Service Tests: .

— r——

B {Name of Depository Institution)
Performance Tests

Lending Test" investment Test | Service Test
Outstanding X

Performance Levels

High Satisfactory T X

Low Satisfactory

Needs to improve

Substantial Noncompliance

X

* The Lending Test is weighted more heavily than the Investment and Service Tests when arriving at an overall rating.

The miajor factors that support this rating include:

JPMCB N.A.’s lending performance is excellent. The volume of community development loans and the
responsiveness of these loans to identified needs in the bank’s assessment areas were drwmg factors in
elevating the bank’s good lending performance to an excellent level.

o While four rated areas were rated Outstanding on the basis of geographic and borrower
distribution and-lending activity, another eight rated areas were elevated to Outstanding by
the strength of community development lending. The Lending Test performance in all other
rated areas was High Satisfactory. ~

o Intotal, JPMCB N.A. made over $5.7 billion in community development loans within its
various assessment areas and broader regional areas that include its assessment areas. This
figure for the bank as a whole is informational only, as ratings and conclusions in this
evaluation are based on the bank’s performance in the individual assessment areas and rating
areas. Most (53%) of the community development loans made by the bank provided needed
affordable housing. Another 23% of community development loans provided social services
that assisted low- and moderate-income individuals and 22% helped to revitalize or stabilize
low- or moderate-income geographies. :

o In addition, the bank made 14 community development loans totaling over $215 miltion to
national funds, projects, and organizations. These loans could not be attributed to a specific
assessment area; however, the recipient organizations develop projects and provide services
within the bank’s assessment areas and broader regional areas. These loans demonstrate a -
positive commitment to community development efforts throughout the nation. Please refer
to Table 1, Lending Volume Regional Areas-Loans to National Organizations in Appendix D
for facts and data regarding these loans.



Charter Number: 8

o The distribution of loans to geographies of different income levels is good. Broken down by
product, home purchase and small business lending are each considered good while home
improvement and refinance lending demonstrated excellent performance.

o The distribution of loans to borrowers of different income levels is good. By product, home
purchase lending is adequate while home improvement, refinance, and small business
lending are all good.

o Lending activity is excellent. JPMCB N.A. typically generated a large volume of loans in its
markets, ofien despite strong competition. In most of its rated areas, the bank is among the
market leaders. The volume of loans originated is reflective of the bank’s resources and
capacity.

JPMCB N.A.’s overall investment performance is good. This is evident through the volume of qualified
investments and grants made during the evaluation period, and the remaining value of investments
originated in prior periods. With these investments, the bank demonstrated excellent responsiveness to
the identified community development needs of its communities, particularly through investment
vehicles that promote affordable housing for low- and moderate individuals and funds to community
service organizations. :

o Intotal, JPMCB N.A. made over $3.9 billion in community development investments and
grants within its various assessment areas and broader regional areas that include its
assessment areas. Of this total, approximately $1.5 billion was originated in the current
evaluation period and $2.4 billion was originated in prior periods and remains outstanding.
These figures for the bank as a whole are informational only, as ratings and conclusions in

. this evaluation are based on the bank’s performance in the individual assessment areas and
rating areas. For prior period investments, the current book value is the amount considered
in our evaluation. A vast majority of the total investments (93%) provided affordable
housing, an identified need in many communities. Investments in social services
organizations that assist low- and moderate-income people represent 3% of the total, 4%
provided economic development and 1% helped to revitalize or stabilize low- or moderate-
income geographies. In addition, the bank made $94.9 million in grants to national
organizations, $87.7 million of which went to one organization, Consumer Credit Counseling
Service (CCCS). These grants could not be attributed to a specific assessment area; however,
the recipient organizations provide services within the bank’s assessment areas and broader
regional areas. These grants demonstrate the bank’s commitment to community development
efforts throughout its assessment areas and broader regional arcas.

o Two of the bank’s three Primar;y Rating Areas were rated Outstanding, with the third area
rated High Satisfactory.

o Of the 22 assessment areas receiving a full-scope review, eleven and six exhibited excellent
and good performance, respectively. Four of the five remaining full-scope areas
demonstrated adequate performance, with the remaining area having poor performance.

o JPMCB N.A. and bank affiliates responded to affordable housing needs primarily through
investment in Low-Income Housing Tax Credit (LIHTC) investments or acting as an equity
- placement agent for other investors into the LIHTC market. The bank is a consistent investor
in the LIHTC market, and was second only to Fannie Mae in dollars invested in 2006.

3
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Charter Number: 8

JPMCB N.A.’s overall performance under the Service Test is good.

c The branch network is accessible to geographies and individuals of different income levels in
the bank’s assessment areas.

o JPMCB N.A.’s record of opening and closing branch offices has not affected the accessibility
of its delivery systems, particularly in low- and moderate-income geographies.

o While branch hours vary by assessment area and within assessment areas, overall they do not
vary in a way that inconveniences portions of the assessment areas, particularly low- and

moderate-income geographies.

o We noted an excellent level of community development services in all but one of the rating
areas. In many of the assessment areas, the bank provides financial services training to first-
time homebuyers as well as to homeowners trying to preserve their homes. Frequently, the
bank’s services involve ongoing relationships with organizations that work on affordable
housing and other community development goals. ‘



- Attachment 4

CHASE ¢

Overview of JPMorgan Chase Bank, N.A, Communi‘ty Reinvestment
Activities In the City of San Diego,

'

J.P. Morgan Securities, Inc engages in investment banking activities in the United States. CRA
activities are provided by JPMorgan Chase Bank, N.A ., within its assessment areas. The Bank is
evaluated periodically by the Office of the Comptroller of the Currency (OCC), to ensure that the
credit needs of the communities it serves are met. '

"The Community Reinvestment Act is intended to encoufage depasitory institutions to help meet the

credit needs of the communities (or Assessment Areas) in which they operate, including low- and
moderate-income neighborhoods, consistent with safe-and sound banking operations. An “Assessment
Area” includes the geographies (or census tracts) where the institution has its main office, retail
branches, and/or deposit-taking ATMs, os well as the surrounding geographies in which the institution
originated or purchased a substantial portion of its loans.” '

 JPMorgan Chase Bank, N.A. (JPMC) has a proven history of commitment to the goals of the
CRA, and to community service. This commitment is exemplified by the consistent rating of
OUTSTANDING compliance with the Community Reinvestment Act (CRA). In mid-2008, the
OCC completed its most recent evaluation of JPMC’s CRA activities, and again, JPMC received
an Qutstanding rating on the examination - dated January 1, 2007,

The information provided below is based on the most recent three-year period from January 2005
through December 2007, '

Due to JPMC not having a main office, a retail branch, or a depo'sit—taking ATM in the City of

San Diego, the City is NOT included as one of the charter’s delineated CRA assessment areas.

JPMC has distinguished itself as a national leader in community development lending. JPMC
provides financing for affordable housing and economic development projects in Jow- and
moderate-income communities served by JPMC with a focus on facilitating:

¢ Low- and moderate-income housing development and rehabilitation
Construction lending, interim financing, permanent financing, letters of credit
Commercial revitalization projects in low- and moderate-income communities
Technical assistance to intermediaries '
Community development loans to not-for-profit organizations

® o & @

JPMC has a long tradition of market leadership in the area of mortgage lending, making
innovative mortgage products available to meet the needs of all homebuyers. Additionally,
IPMC offers a variety of programs and products designed to increase home-ownership among
Jow- or moderate-income homebuyers and in low- or moderate-income communities, During the
period between January 2005 and December 2007, the Bank made over 11,700 mortgage loans in

the City of San Diego, of which 4.3% were made to low- or moderate-income borrowers and

15.5% were made for homes located in low- or moderate-income communities.
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The Bank is also a market leader in the area of small business lending, making available a full
range of competitively priced products designed to meet the needs of small businesses and their
owners. These products include business installment loans, revoiving credit lines, commercial
mortgages, Jetters of credit, SBA-guaranteed Joans, and business credit cards. For most products,
loan size ranges from $3,000 to $250,000, with larger amounts considered under programs like
the commercial mortgage and SBA programs. Interest rates can be fixed or variable, depending
on the product. During the period between January 2005 and December 2007, the Bank made
more than 30,400 small business loans in San Diego, of which, over 18 3% were made 10
-businesses located in low- or moderate-income communities.

During the period of January 2005 through December 2007, the Bank originated $30.2 million in
qualified community development loans in the San Diego regional area. These loans provide
economic development opportunities for Native American areas within close proximity to the
City of San Diego. These loans contribute to the revitalization/stabilization of these areas by
provision of jobs to low- and moderate income individuals, and in low- and moderate-income
arcas. A couple examples of those qualified community development loans follows:

In December 2005, Chase closed a $15.5 million loan to a federally recognized tribe within
San Diego County, California, for casino construction. The tribe has a high unemployment
rate and most of the programs on the reservation are federally funded. For many tribes such
as this one, tribal governments and federal government programs are the only sources of jobs
available to residents for miles around. The facility is expected to create a significant
number of jobs for the adults and educational opportunities for its students. Chase led the
negotiations, identified other banks interested in the project, arranged the transactlon for the
tribe, and will serve as lead lender and administrative agent.

Also in December of 2005, Chase closed an $38.9 million loan to another federally recognized
tribe in the San Diego area. This loan will be used to fund construction of a new gaming
facility on the tribe's reservation, A significant number of the tribe's members are considered
low- or moderate-income. This tribe is also primarily dependent on federal assistance, and
has no significant financial wherewithal or economic enterprises that generate revenues. The
casino is helping the tribe 10 achieve self-sufficiency, establish a successful long-desired
economic development project and create employment on their reservation. JPMorgan -
Securities took the lead on this project. The bank led the negotiations, identified other banks
-interested in the project, arranged the transaction for the tribe, and serves as lead lender and
administrative agent. In September of 2006, this loan was increased with Chase providing a,
$5.27 million share in the increase. -

Again, although the City of San Diego, California is not a CRA assessment area for the
JPMorgan Chase Bank N.A. charter, it has provided over $217,000 in grants to nonprofit, civic,
and philanthropic organizations in and around the City of San Diego.
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Attachment 5

JPMorgan

To: City of San Diego
From: J.P. Morgan

Date: October 1, 2008
Subject:  JPMorgan Chase Bank, N.A Chase Home Mortgage Disclosure Act (“HMDA”) Performance _

Pursuant to your request, below please find the requested addendum to the “Oi.rerview of JPMorgan.
Chase Bank, N.A. Community Reinvestment Activities in the City of San Diego” as provxded to the City
on September 3, 2008 with respect to HMDA performance.

Overall, Chase's HMDA lending performance, which is largely retail branch driven, has been relatively
strong across its bank footprint. Up until the recent acquisition of Washington Mutual {(“WaMu™), Chase
did not have any retail branches located in the State of California. With the acquisition of the WaMu
retail branch network, Chase has now expanded its on the ground presence into many new markets,
including California, allowing us a better opportunity to build and improve our HMDA lending
performance in markets where, until recently, we did not have the benefit of a retail branch network.
We also expect that having an expanded retail branch presence will also enhance our share of lending
to minorities in those markets.

* We look forward to future opportunities to expand J.P. Morgan’s banking partnership with the City of
San Diego and its residents.

egarys,

G%Hall
Vice President:
J.P. Margan Securities Inc.
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BACKGROUND INFORMATION ONLY

2009A and 2009B ASSIGNMENT AGREEMENTS
By and Between
SAN DIEGO FACILITIES AND EQUIPMENT
LEASING CORPORATION |
and

PUBLIC FACILITIES FINANCING AUTHORITY
OF THE CITY OF SAN DIEGO



Public Facilities Financing Authority of the City of San Diego
[Subordinated] Water Revenue Bonds, Refunding Series 2009A and

[Subordinated] Water Revenue Bonds, Series 2009B

(Payable Solely From [Subordinated] Instaliment Payments
Secured by Net System Revenues of the Water Utility Fund)

Log of Outstanding Items- 2009A Assignment Agreement

Page Responsible Expected
Document No.(s) Outstanding Items Party Availability Completed
20094 3 + Signatures of the The Corporation, Preclosing
Assignment Authorized Signatory and F&J, The

Agreement

the Secretary (the
Corporation); F&J Partner;
Authorized Signatory and -
the Secretary/Treasurer (the
Authority}; and the Deputy
General Counsel to the
Authority

Authority and the
General Counsel to
the Authority

. - - . .
Refers to pricing, preclosing, etc. of 2009A Bonds, except where otherwise noted.
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ASSIGNMENT AGREEMENT
by and between

SAN DIEGO FACILITIES AND EQUIPMENT
LEASING CORPORATION

and

PUBLIC FACILITIES FINANCING AUTHORITY
OF THE CITY OF SAN DIEGO

Dated as of January 1, 2009

relating to
Public Facilities Financing Authority of the City of San Diego
[Subordinated] Water Revenue Bonds, Refunding Series 2009A
(Payable Solely From [Subordinated] Installment Payments
Secured by Net System Revenues of the Water Utility Fund)
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ASSIGNMENT AGREEMENT

THIS ASSIGNMENT AGREEMENT (this “Assignment Agreement”), executed and
entered into as of January 1, 2009, is by and between the SAN DIEGO FACILITIES AND
- EQUIPMENT LEASING CORPORATION, a nonprofit public benefit corporation organized
and existing under and by virtue of the laws of the State of California (the “Corporation™), and
the PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGQ, a joint
exercise of powers entity existing under and virtue of the laws of the State of California (the
“Authority”},

WITNESSETH:

WHEREAS, the City of San Diego (the “City™) desires to acquire, construct, install and
‘improve its Water System as more fully described in Exhibit A to the Installment Purchase
Agreement (as defined below) and as modified in accordance with the provisions thereof (the
“Project™); and '

WHEREAS, in order to effect such acquisition, construction, -installation and
improvement, the Corporation will sell components of the Project to the City pursuant to an
Amended and Restated Master Installment Purchase Agreement, dated as of January 1, 2009 (as
amended and supplemented from time to time, the “Installment Purchase Agreement™) between
the City and the Corporation; and

- WHEREAS, the Authority’s [Subordinated] Water Revenue Bonds, Refunding Series
2009A (Payable Solely From [Subordinated] Installment Payments Secured by Net System
Revenues of the Water Utility Fund) (the “2009A Bonds”) will be secured by the 2009A
[Subordinated] Installment Payments (as defined in the 2009A Supplement (defined below)) to
be made by the City pursuant to the Installment Purchase Agreement, as supplemented by the
2009 Supplement, dated as of January 1, 2009 (the “2009A Supplement™), will be [Panty
Obligations] [Subordinated Obligations] as defined in the Installment Purchase Agreement, and
will be issued and secured under that certain Indenture, dated as of January 1, 2009 (the 2009
Indenture™), by and between the Authority and Wells Fargo Bank, National Association, as
Trustee (the “Trustee™); and

WHEREAS, the Corporation desires to assign to the Authonty without recourse all of its
rights under the 2009A Supplement, including, without limitation, its rights to receive 2009A
[Subordinated] Instaliment Payments payable by the City to the Corporation under and pursuant
to the provisions of the 2009A Supplement; and :

WHEREAS, in consideration of such assignment and the execution and delivery of the
Indenture, the Trustee has agreed to authenticate and deliver the 2009A Bonds; and

WHEREAS, all acts, conditions and things required by law to exist, to have happened
and to have been performed precedent to and in connection with the execution and entering into
of this Assignment Agreement do exist, have happened and have been performed in regular and
due time, form and manner as required by law, and the parties hereto are now duly authorized to
execute and enter into this Assignment Agreement,

55062465.11 (1) nw



NOW, THEREFORE, in consideration of the premises and of the mutual agreements
and covenants contained herein and for other valuable consideration, the parties hereto do hereby
agree as follows:

Section 1. Definition of Capitalized Terms. Capitalized terms used herein and not -
~ otherwise defined shall have the meanings given such terms in the Indenture.

Section 2. Assignment. The Corporation, for good and valuable consideration, the
receipt of which is hereby acknowledged, does hereby unconditionally grant, sell, assign and
transfer to the Authority, irrevocably and absolutely, without recourse, for the benefit of the
Owners of the 2009A Bonds, all of its right, title and interest in and to the 2009A Supplement,
including, without limitation, its right to receive the 2009A [Subordinated] Installment Payments
to be paid by the City under and pursuant to the 2009A Supplement. . Upon executing this
Assignment Agreement, the Corporation shall have no right, title or interest in and to the 2009A
Supplement, including, without limitation, the 2009A [Subordinated] Installment Payments.

Section 3. Acceptance. The Authority hereby accepts the foregoing assignment for
the benefit of the Owners of the 2009A Bonds, subject to the terms and provisions of the
Indenture, and all 2009A [Subordinated] Installment Payments shall be applied and the rights so
assigned shall be exercised by the Authority as provided in the 2009A Supplement and the
Indenture. i

Section 4. Conditions. Excepting only the grant, sale, assignment and transfer to the
Authority of the Corporation’s right, title and interest in and to the 2009A Supplement pursuant
to Section 2 hereof, this Assignment Agreement shall impose no obligations upon the Authority
beyond those expressly provided in the 2009A Supplement and the Indenture.

Section 5. Further Assurances. The Corporation shall make, execute and deliver any
and all such further resolutions, instruments and assurances as may be reasonably necessary or
proper to carry out the intention or to facilitate the performance of this Assignment Agreement,
and for the better assuring and confirming to the Authority, for the benefit of the Owners of the
2009A Bonds, the right, title and interest intended to be granted, sold, assigned and transferred
- pursuant hereto.

Section 6. Governing Law. This Assignment Agreement shall be governed by and
construed in accordance with the laws of the State of California.

Section 7. Execution in Counterparts.  This Assignment Agreement may be
simultaneously executed in several counterparts, each of which shall be deemed to be an original
and all of which shall constitute but one and the same instrument.
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IN WITNESS WHEREOF, this Assignment Agreement has been executed by the
Corporation and the Authority as of the day and year first written above.

SAN DIEGO FACILITIES AND EQUIPMENT

LEASING CORPFORATION
By:
Authorized Signatory
Attest:
By:
Secretary
APPROVED AS TO FORM:

FULBRIGHT & JAWORSKIL.L.P.,
AS COUNSEL TO THE CORPORATION

By:
Partner
PUBLIC FACILITIES FINANCING
AUTHORITY OF THE CITY OF SAN DIEGO
By:
Authorized Signatory
Attest:
By:
Secretary/Treasurer

APPROVED AS TO FORM:

GENERAL COUNSEL TO THE AUTHORITY

By:

Deputy General Counsel

5506246511 3 C00747



Public Facilities Financing Authority of the City of San Diego
ISubordinated] Water Revenue Bonds, Refunding Series 2009A and

|Subordinated] Water Revenue Bonds, Series 2009B

(Payable Solely From [Subordinated| Installment Payments
‘Secured by Net System Revenues of the Water Utility Fund)

Log of Outstanding Items- 2009B Assignment Agreement

Page Responsible Expected
Document No.(s) Outstanding Items Party Availability Completed
2009B Cover s Date of Agreement City and TBD, Prior to
Assignment Underwriter pricing 2009B
Agreement Bonds
Cover and | + [Subordinated] versus City and TBD, Prior to
throughout | [Parity] Obligations Underwnter pricing 2009B
document Bonds
1 = Date of Agreement, Date of | City and TBD, Prior to
MIPA, Date of 2009B Underwriter pricing 20098
" Supplement to MIPA, Date Bonds
of Indenture
3 + Signatures of FELC FELC Authorized | TBD, Preclosing

Authorized Signatory and
FELC Secretary, F&J,
Authority Authorized
Signatory, Authority
Secretary/Treasurer and the
Deputy General Counsel to
the Authority

Signatory and
FELC Secretary,
F&J, Authority
Authorized
Signatory,
Authority
Secretary/Treasurer
and the Deputy
General Counsel to
the Authority

for the 20098
Bonds.

" Refers to pricing, preclosing, etc. of 2009A Bonds, except where otherwise noted.
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ASSIGNMENT AGREEMENT
by -a'nd between

SAN DIEGO FACILITIES AND EQUIPMENT .
LEASING CORPORATION

and

PUBLIC FACILITIES FINANCING AUTHORITY
OF THE CITY OF SAN DIEGO

Dated as of 1, 2009

relating to
Public Facilities Financing Authority of the City of San Diego
[Subordinated] Water Revenue Bonds, Series 2009B
(Payable Solely From [Subordinated] Installment Payments
Secured by Net System Revenues of the Water Utility Fund)
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ASSIGNMENT AGREEMENT

THIS ASSIGNMENT AGREEMENT (this “Assignment Agreement”), executed and
entered into as of 1, 2009, is by and between the SAN DIEGO FACILITIES AND
EQUIPMENT LEASING CORPORATION, a nonprofit public benefit corporation -organized
and existing under and by virtue of the laws of the State of California (the “Corporation™), and
the PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO, a joint
exercise of powers entity existing under and virtue of the laws of the State. of California (the
*Authority™),

WITNESSETH:

WHEREAS, the City of San Diego (the “City™) desires to acquire, construct, instal} and
improve its. Water System as more fully described in Exhibit A to the Installment Purchase
Agreement (as defined below) and as modified in accordance with the provisions thereof (the
“Project”); and '

WHEREAS, in order to effect such acquisition, construction, installation and
improvement, the Corporation will sell components of the Project to the City pursuant to an
Amended and Restated Master Installment Purchase Agreement, dated as of 1, 2009 (as
amended and supplemented from time to time, the “Installment Purchase Agreement”) between
the City and the Corporation; and

WHEREAS, the Authority’s [Subordinated] Water Revenue Bonds, Refunding Series
2009B (Payable Solely From [Subordinated] Installment Payments Secured by Net System
Revenues of the Water Utility Fund) (the “2009B Bonds™) will be secured by the 2009B
[Subordinated] Instaliment Payments (as defined in the 2009B Supplement (defined below)) to
be made by the City pursuant to the Installment Purchase Agreement, as supplemented by the
2009 Supplement, dated as of - 1, 2009 (the “2009B Supplement™), will be [Parity
Obligations] [Subordinated Obligations] as defined in the Installment Purchase Agreement, and
will be issued and secured under that certain Indenture, dated as of 1, 2009 (the “2009
Indenture™), by and between the Authority and Wells Fargo Bank, National Association, as
Trustee (the “Trustee™); and

WHEREAS, the Corporation desires to assign to the Authority without recourse all of its
rights under the 2009B Supplement, including, without limitation, its rights to receive 2009B
[Subordinated] Installment Payments payable by the City to the Corporation under and pursuant
to the provisions of the 2009B Supplement; and

WHEREAS, in consideration of such assignment and the execution and delivery of the
Indenture, the Trustee has agreed to authenticate and deliver the 2009B Bonds; and

WHEREAS, all acts, conditions and things required by law to exist, to have happened
and to have been performed precedent to and in connection with the execution and entering into
of this Assignment Agreement do exist, have happened and have been performed in regular and
due time, form and manner as required by law, and the parties hereto are now duly authorized to
execute and enter into this Assignment Agreement;
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NOW, THEREFORE, in consideration of the premises and of the mutual agreements
and covenants contained herein and for other valuable consideration, the parties hereto do hereby
agree as follows: '

Section 1. Definition of Capitalized Terms. Capitalized terms used herein and not
otherwise defined shall have the meanings given such terms in the Indenture.

Section 2. Assignment. The Corporation, for good and valuable consideration, the
receipt of which is hereby acknowledged, does hereby unconditionally grant, sell, assign and
transfer to the Authority, irrevocably and absolutely, without recourse, for the benefit of the
Owners of the 2009B Bonds, all of its right, title and interest in and to the 2009B Supplement,
including, without limitation, its right to receive the 2009B [Subordinated] Instailment Payments
to be paid by the City under and pursuant to the 2009B Supplement. Upon executing this
Assignment Agreement, the Corporation shall have no right, title or interest in and to the 2009B
Supplement, including, without limitation, the 2009B [Subordinated] Installment Payments.

Section 3. Acceptance. The Authority hereby accepts the foregoing assignment for
the benefit of the Owners of the 2009B Bonds, subject to the terms and provisions of the
Indenture, and all 2009B [Subordinated] Installment Payments shall be applied and the rights so
assigned shall be exercised by the Authority as provided in the 2009B Supplement and the
Indenture.

Section 4. Conditions. Excepting only the grant, sale, assignment and transfer to the
Authority of the Corporation’s right, title and interest in and to the 2009B Supplement pursuant
to Section 2 hereof, this Assignment Agreement shall impose no obligations upon the Authority
beyond those expressly provided in the 2009B Supplement and the Indenture.

Section 5. Further Assurances. The Corporation shall make, execute and deliver any
and all such further resolutions, instruments and assurances as may be reasonably necessary or
proper to carry out the intention or to facilitate the performance of this Assignment Agreement,
and for the better assuring and confirming to the Authority, for the benefit of the Owners of the
2009B Bonds, the right, title and interest intended to be granted, sold, assigned and transferred
pursuant hereto. :

Section 6. Governing Law. This Assignment Agreement shall be governed by and
construed in accordance with the laws of the State of California. ‘

Section 7. Execution in Counterparts.  This Assignment Agreement may be
simultaneously executed in several counterparts, each of which shall be deemed to be an original
and all of which shall constitute but one and the same instrument.

PonTSg
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IN WITNESS WHEREOF, this Assignment Agreement has been executed by the
Corporation and the Authority as of the day and year first written above.

SAN DIEGO FACILITIES AND EQUIPMENT
LEASING CORPORATION

By:

Authorized Signatory

Attest:

By:

Secretary

APPROVED AS TO FORM: ' ‘ '

.. FULBRIGHT & JAWORSKI L.L.P.,

AS COUNSEL TO THE CORPORATION

By:
Partner
PUBLIC FACILITIES FINANCING
AUTHORITY OF THE CITY OF SAN DIEGO
By:
Authorized Signatory
Attest:
By:
Secretary/Treasurer

APPROVED AS TO FORM:

GENERAL COUNSEL TO THE AUTHORITY

By:

Deputy General Counsel
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